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PREFATORY NOTE 


The object of this “ Source Book ” is 
to introduce the student to the study of 
official reports on Indian economic questions. 
The Indian student has hitherto neglected 
the study of reports. But there are very 
few economic questions which have not a long 
history; they have formed the subject of 
official investigations in the past and the 
results of these investigations are very valu¬ 
able. A first-hand knowledge of some of the 
sources of “Indian economics” should, 
therefore, prove useful to the student. 

The extracts have been carefully selected 
from a large amount of material covering 
several thousand closely printed pages. The 
present volume is only introductory, and it 
is to be hoped that a s^udy of these extracts 
will lead the student to read the official and 
other publications from which the extracts 
have been taken. 

My thanks are due to the editor, the 
Indian Review, for permission to use an 
article on the Indian Fiscal Commission for 
the purposes of this book. 
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INDIAN CURRENCY. 

Indian Currency before 1873 „ 

The year 1835 is the first important date 
in the modern history of Indian currency. 
In their despatch of 1806 the Court of 
Directors of the East India Company had 
declared their intention of making the silver 
rupee “ the principal measure of value and 
money of account ” in the territories ruled 
by them, and in 1835 the rupee was estab¬ 
lished as the standard coin of British India. 
Under Act XVII of 1835 gold coins ceased 
to be legal tender in any of the territories 
of the East India Company, but the Act 
allowed the coinage of 5,10,15, and 30 rupee 
gold pieces in the Indian mints. These coins 
were received by public treasuries at their 
denominated value in accordance with a 
proclamation issued in January 1841, but soon 
after the discoveries of gold in Australia and 
California, which lowered the value of gold, 
gold began to accumulate in Government 
treasuries and the proclamation of 1841 was 
withdrawn by notification in December 1852. 
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The increase in the supply of gold led to a 
demand for the establishment of a gold 
currency in India (Extracts I to III). James 
Wilson opposed the proposal to introduce a 
gold currency (Extract I) but it was support¬ 
ed by Sir William Mansfield (Extract II) 
and the Government of India. Sir C. 
Trevelyan attempted to show in his 
Minute that there was a genuine demand 
for the introduction of gold coins in India 
and that the declaration of the sovereign as 
legal tender at 10 rupees would be very 
popular (Extract IV). The Secretary of State, 
however, thought that the sovereign could 
not circulate at 10 rupees, but he allowed 
Government treasuries to receive and pay 
out sovereigns at 10 and 5 rupees respective- 
/ ly (Extract VI). The fall in the gold value 
of silver which commenced i n 1H7 3 created 
a new situation and in May 1874 the Gov¬ 
ernment of India decided not to take any 
further step for the recognition of gold as a 
legal standard of value. 

Indian Currency , 1873 to 1893. 

The effects of the fail in the gold value of 
silver on Indian finance and trade are described 
in Extract VII. One of the remedies suggest¬ 
ed was the closing of the mints to the coinage 
of silver and the introduction of a gold 
standard without a gold currency. But the 
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Government of India rejected this proposal, 
as they thought that an enhanced standard 
could not be established without an enhanced 
currency (Extract VIII). They themselvea 
favoured a settlement of the silver question 
by international agreement, and if this failed, 
they proposed to close the mints to the free 
coinage of silver anck introduce a gold stan¬ 
dard with a gold currency (Extracts IX and 
X). The International Monetary Conference 
held at Brussels in 1892 broke up without 
coming to any satisfactory decision regarding 
silver and, acting on the advice of the 
Herschell Committee, the Government closed 
the mints to silver in 1893 (Notifications, 
X, XI and XII). 

Indian Currency , 1893 — 1898. 

This period saw a gradual rise of ex¬ 
change to 16 d. after a temporary fall to 12 %d. 
in 1895. Sir David Barbour’s Minute, dated 
16th October, 1893, describes the difficult 
conditions under which the first steps towards 
introducing the gold standard in India were 
taken (Extract XIV). 

In August 1897 the Government of India 
were asked by the Secretary of State whether 
they were in favour of re-opening the Indian 
mints to silver if France and the United 
States opened their mints to silver as well 
as gold. The Government of India in their 
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reply pointed out that circumstances had 
very much altered since 1892 and that India 
had little to gain by the proposed arrange¬ 
ment. They asked the Secretary of State 
not to give the undertaking desired by France 
and the United States (Extract XY). 

On the 3rd of March 1898 the Govern- f < 
ment of India sent a despatch to the Secre¬ 
tary of State which led to the appointment 
of the Fowler Committee. In this despatch 
they advocated the melting down of rupees, 
in order to reduce the rupee circulation and 
raise exchange, and the formation of a gold 
reserve with a view to the effective establish¬ 
ment of a.go Id standard. 

The Fowler Committee. 

The main recommendations of the 
Fowler Committee were that the sovereign 
and the half-sovereign should be declared 
legal tender throughout India at 15 rupees 
per sovereign and that a gold standard with 
its “ normal accompaniment ”, a gold cur¬ 
rency should be established in India. The 
Committee also recommended that the 
profits on the coinage of rupees should be 
kept in a separate reserve, to be used for the 
maintenance of exchange (Extract XVII). 
The Committee rejected Mr. Lindsay’s 
scheme for the introduction of a gold standard 
without a gold currency (Extract XIX). 
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Indian Currency frowj 1898 to the 
Outbreak of War. 

The Extract from the Report of the 
Chamberlain Commission of 1914 (XXII) 
describes the gradual establishment of the 
Gold Exchange Standard in India in place 
of the Gold Standard recommended by the 
Fowler Committee. The gold exchange 
standard was tested in the crisis of 1907-08. 
This crisis showed that gold in circulation is 
not of much use for supporting exchange in a 
time of exchange weakness. The gold stan¬ 
dard had been secured without a gold 
currency, and in considering the ultimate 
goal of the Indian currency system the 
Chamberlain Commission attached great 
importance to this fact. They criticised at 
length the view that it would be to India’s 
advantage to encourage the use of gold in 
the internal circulation. 

Indian Currency during the War. 

The outbreak of war in August 1914 was 
immediately followed by a weakening of ex¬ 
change. Government were fully prepared to 
meet the crisis, and they lost no time in de¬ 
claring their intention of supporting exchange 
by all the means in their power. Between 6th 
August, 1914, and 28th January, 1915, Reverse 
Councils were sold to the extent of .£8,707,000. 
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Reverse Councils were again sold in 1915-16 
(£ 4,893,000) and between November 1918 
and April 1919 (£ 5,465,000). Indian cur¬ 
rency difficulties during the war, however 
were chiefly caused, not by a falling exchange, 
but by exchange which rose to entirely 
unexpected heights. 

Causes of the Rise in Exchange . 

Heavy demand for remittances to India . 

There was a very great increase in the 
demand for Indian rupees during the last 
three years of the war owing to the heavy 
balances of trade in India’s favour. The 
average balance of trade in India’s favour in 
the years 1916*17 to 1918-19 was £59,601,000 
as compared with <£53,439,200, the average 
for the last three years of the pre-war period. 
The exceptionally favourable balances of 
trade were due to the reduction of imports 
on the one hand, and increase in the exports 
of food stuffs and raw materials required for 
the Allies on the other. There was thus a 
strong and rising demand for rupees in 
London which tended to raise the rupee 
exchange. It should also be remembered 
that India served as the base of military 
operations in Mesopotamia, Persia and East 
Africa, and the Government of India had 
become responsible for meeting the cost of 
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these operations and civil expenditure in 
occupied territory. In addition, the Govern¬ 
ment of India undertook to finance purchases 
made in India by certain Dominions and 
Colonies and provide funds for American 
buyers of Indian produce in 1917-18 and 
1918-19. 

At' a time when, owing to the favourable 
balances of trade and exceptional disburse¬ 
ments, there was a strong demand for 
remittances to India, imports of gold and 
silver into India on private account declined 
heavily. The chief cause of the decline in 
the imports of gold was the restriction on 
the export of gold imposed by the belligerent 
countries. The private imports of silver 
continued unrestricted until September 1917, 
but the imports of this metal declined owing 
to a very serious shortage in production 
which accompanied a very great increase in 
the world demand. 

The rise in the Price of Silver. 

The annual average output of the world’s 
silver mines during 1914-1917 was only 
178,075,000 fine ounces as compared with 
231,676,000 oz. for the years 1910-13. The 
decrease in silver production was largely the 
result of the heavy fall in the Mexican 
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output.* The decrease in Mexican produc¬ 
tion was not due to the war but to political 
disturbances in Mexico. 

While there was a serious shortage in 
the supply of silver, the world demand for 
silver for coinage purposes had increased 
enormously. As a consequence, the price 
of silver began to rise in 1916, and by De¬ 
cember of that year it had risen to 37 d. per 
standard ounce in London, as compared with 
27£ d., the highest price in 1915. In August 
1917 the price of silver excee ded 43d.. t he 


* Mine Production of Siloer in Fine Ounces , 
(000 omitted.) 
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bullion par of the rupe e, and in September 
it rose to 55d. The action taken by the 
United States in September 1917 to control 
the trade in silver tended to check the rise in 
price. Between October 1917 and April 
1919, the period during which the price of 
silver was controlled by legislative measures 
adopted first by the United States and then 
by the Governments of Canada and Great 
Britain, the price of silver fluctuated about 
the level of 50^. But when in May 1919 
the United States Government and the 
British Government withdrew control over 
the silver market, the London price at once 
rose to 58d. About the middle of December 
the price stood at 7 8d., and in February 1920 
\t rose 

In dealing with the causes of the rise 
in the price of silver account should also be 
taken of the fall in the value of the sterling 
in relation to the dollar. Silver for the 
coinage of rupees is purchased in London, 
and as America iB the largest source of 
supply of this metal, payments for silver 
purchased have ultimately to be made chiefly 
to America. Every fall in the dollar-sterling 
rate, therefore, automatically increases the 
price of silver in pence. Thus, apart from 
influences acting directly on the demand for 
and the supply of silver, the unfavourable 
state of the dollar-sterling exchange during 
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the war was an important factor in raising 
the London price of silver. 

The rise in the price of silver made it 
impossible for the Secretary of State to sell 
Council drafts at pre-war rates, and the rate 
of exchange was gradually raised from 1*. 
Ad. to ‘2.s*. Ad. as shown in the following 
table :— 

Minimum rate for 

Date of Introduction Immediate Telegraphic 

Transfers. 


s, d. 

3rd January 1917 1 41 

28th August 1917 1 5 

12th April 1918 1 6 

13th May 1919 1 8 

12th August 1919 1 10 

15 th Sept. 1919 2 0 

22nd Nov. 1919 2 2 

12th Dec. 1919 2 4 


Measures were also taken to prohibit 
the export and melting of silver as well as 
gold coins. From June 29, 1917, the use of 
silver or gold coin for other than currency 
purposes was declared illegal, and from 3rd 
iSeptembeT 1917 the export of silver coin 
fend bullion from India was prohibited except 
Under license. 

To economise silver, 2£ rupee notes were 
issued in December 1917 and one rupee 
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notes in January. 1918. Two-anna nickel 
coins were issued at the end of March, 1918, 
and legislation was passed in September, 
1919, authorizing the issue of four-anna and 
eight-anna nickel coins. The eight-anna 
nickel coin is not unlimited legal tender 
like the corresponding silver coin. Every 
effort w r as also made to iucrease the note 
circulation, which amounted to 179,67 lakhs 
of rupees on 30th November, 1919 as com¬ 
pared with 66,12 laks on 31st March, 1914. 

The Babington Smith Committee. 

On 30th May, 1919, the Secretary of 
State appointed a Committee under the 
chairmanship of Sir H. Babington Smith to 
examine the effect of the war on the Indian 
currency system and to make recommenda¬ 
tions “as to the policy which should be 
pursued with a view to meeting the require¬ 
ments of trade, to maintaining a satisfactory 
monetary circulation, and to ensuring a 
stable gold exchange standard. ” 

The Committee recommended the stabi¬ 
lization of the exchange value of the rupee at 
2s. (gold). It rejected the proposal to reduce 
the fineness or weight of the rupee. “ The 
fineness of the present rupee, ” the Com¬ 
mittee wrote, “ which is known to every 
village goldsmith and silversmith, has re¬ 
mained unaltered since 1835, and its use is 
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so firmly rooted in the habits of the Indian 
people as to have given it the character of 
a standard weight. Modification of the fine¬ 
ness or weight of the standard coin of the 
country would, we have been assured, react 
gravely on the credit of the Government, 
and possibly lead to serious social and econo¬ 
mic consequences. ” The Committee ex¬ 
pected two chief advantages from the fixation 
of exchange at a high level : (1) a high ex¬ 
change would tend to lower the prices of 
food stuffs and manufactured imports and 
thus remove some of the causes of economic 
and political discontent in India, and (2) it 
would reduce the burden of the Home 
Charges, though revaluation in rupees on the 
2s. basis of the sterling investments and the 
gold in the Paper Currency Reserve would 
cause a loss of 38*4 crores. “ If the whole 
of the revenue saved in respect of the Home 
Charges,” said the Committee, “could be em¬ 
ployed for the purpose of meeting this loss, it 
would be recouped in about three years. 
Thereafter a considerable surplus revenue 
would remain which might be employed in 
furthering the development of India or in the 
reduction of taxation. This is an incidental 
advantage in fixing a high rate of exchange 
which must be taken into consideration.” 

The Committee did not think that a 
high rate of exchange would adversly affect 
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Indian trade or Indian industrial develop¬ 
ment, for the prices and costs of production 
in foreign countries were still very high and 
the foreign demand for our produce was 
strong. 

The Committee recommended the stabi¬ 
lization of the rupee with reference to gold 
as distinguished from sterling. Sterling was 
depreciated currency. If the rupee was 
linked to sterling, the Committee said, Indian 
currency would share ail the inconveniences 
to which a depreciated currency is subject. 
Again, unless the relation of the rupee to 
gold was directly fixed, gold could not cir¬ 
culate in India side by side with the rupee. 
It could certainly be argued in favour of 
sterling that the larger part of India’s trade 
was with sterling using countries, and that 
in devising plans for the stabilization of 
exchange, the interests of inter-Empire 
trade should be regarded as of first import¬ 
ance, but in view of the obvious disadvan¬ 
tages of linking the rupee to depreciated 
currency, the effect of the fluctuations of the 
dollar-sterling rate on the price of silver, 
and of the desirability of permitting the free 
export and import of gold coin and bullion 
and the coinage of gold in India, the Com¬ 
mittee concluded that the balance of ad¬ 
vantage was on the side of fixing the ex¬ 
change value of the rupee in terms of gold. 
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In order to give effect to the recom¬ 
mendations of the Committee it was neces¬ 
sary to amend the Indian Paper Currency 
Act and Indian Coinage Act, so as to make 
the sovereign legal tender for Rs. 10 instead 
of Rs. 15, and to withdraw the undertaking 
on the part of Government to give Rs. 15 
for a sovereign. The necessary action was 
taken by the Government in 1920. 


I. 


Minute by the Biyht Honourable James 
Wilson on the proposal to introduce 
a Gold Currency into India ; 
dated 25th December 1859. 


In tho final Despatch, No. 109, dated the 
November 1859, from the Secretary of State, 
upon the subject of a paper currency for India, 
the consideration of the Indian Government is 
invited to the question which has recently been 
much discussed, of introducing the English so¬ 
vereign, or some other gold com, into the circu¬ 
lation of India, as being one intimatoly connected 
with that of a paper currency. 

2. The discoveries of gold of late years, and 
its diminishing price in rela¬ 
tion to silver, added to the 
great demand which has lately 
existed for the latter metal 
for shipment from England 
to India and China, have combined to create a 
strong public feeling in favour of making use of 


Increased production 
of gold. Proposal to 
introduce gold into cir¬ 
culation in India 
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gold, in some form or other, as part of the circu¬ 
lating medium of India. 

3. No one will be inclined to deny that if 
we had to begin a system of currency de ?iovo, the 
most convenient of all the various systems now in 
practice would be found to be in England where 
gold is the standard, gold coin the general money 
in circulation, and silver tokens of limited tender 
the subordinate coins. 


4. But we have to deal with a long estab¬ 
lished standard of silver in 

TowS’ii the change of * ndla ’ in wh '° h liab ‘> ltleS 1 ‘° a 
standard' large amount, m the shape 

of public debt, and obligations 
of varied character, running over a long series of 
years, have been incurred in silver. For it must 
be borne in mind that a contract to pay a given 
sum of money is nothing more or less than a con¬ 
tract to deliver a given weight of that metal which 
is the standard at tho time the contract is made, 
and that to alter or vary the standard, and to 
adopt another because it is cheaper, is simply to 
enable the debtor to break faith with the 
creditor. 


Sir James Wilson next proceeds to con¬ 
sider the various proposals that had been 
made with the object of introducing gold into 
circulation. Of these the most important 
were :— 

To preserve a single standard, but to 
change it from silver to gold, adopting silver 
tokens for subordinate coins. 
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To adopt a double standard of silver and 


22. The fourth proposal is to adhere strictly 
^ M to a single standard but to 

Gold monometallism. ohango u £rom silver to gold . 

As I have already said, I freely admit that 
if we had to begin de novo , convenience 
would point to a gold standard with silver 
token coins as the best, although public 
opinion has by no means agreed upon this 
point. It is curious to observo the fluctuations of 
views upon this subjoct, and how much they are 
governed by oxpendiency and convenience of the 
moment. In 1837, during the panic, silver hap¬ 
pened to be rather abundant in the London mar¬ 
ket, and difficult to be converted into bank notes 
or gold, not being a legal tender. A groat pre¬ 
ssure from the merchants of London at that time 


and again in 1847, under similar circumstances, 
was made upon the Govornmont of the day, to 
admit silver into circulation, exactly similar to 
that which now prevails in respect to gold where 
silver is tho standard. I have a very clever pam¬ 
phlet lying before me, entitled, “The Injury , In¬ 
sufficiency, and Inconvenience of a Gold Standard 
in which arguments are used quite as strong against 
that system as now prevail against a silver 
standard. If a Government were to vacilate in a 


vital matter of this kind according to the con¬ 
venience or interest either of the debtor class or 


the creditor class, the integrity of any standard 
would be entirely lost. 

23. But though I admit that a gold standard 
does possess superior advantages, yet, as I have 
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already shown, in a country where all obligations 
have been contracted to be paid in silver, to make 
a law by which they could forcibly be paid in 
anything else would simply be to defraud the 
creditor for the advantage of the debtor, and to 
break public faith. 

24. The fifth and the last plan proposed is 
A double standard. to adopt a double standard, 

such as still prevailed in the 
United States previous to 1853, and such as still 
prevails in France. The system of a double stan¬ 
dard is practically a permission for the debtor to 
pay his debts from time to time in the cheapest 
of the two metals. As I have already remarked, 
where such a system has existed from ancient 
times, and when under it the great bulk of obli¬ 
gations have been contracted, the creditor has no 
right to complain of being paid from time to time 
in the cheapest of the two metals, because that 
was the condition of his contract ; but in cases 
where a single standard has long prevailed, the 
adoption of a double standard is just as much a 
breach of faith as a simple change of the stan¬ 
dard ; for it must be plain that the introduction 
of a double standard is practically the adoption of 
the cheaper of the two metals at the time. 

25. But unjust as such a change would be, 
inconvenient as a double standard has proved in 
practice, and inconsistent as it is in principle—yet 
I have no doubt, if it is desired to have the use of 
both metals in a circulation of full value as coin, 
that it is the best mode in which that object can 
be attained. 
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26. But I would ask, what advantage could 
The rise in the price be expected from the adop- 

of silver not a sufficient tion of gold in India ? Upon 
reason for adopting a this subject there is, I believe, 
go s an ar . much confusion of ideas. It 

is said that gold is becoming more plentiful, and 
that the demand for silver is making it scarce. 
Now the extent to which this is true in practice 
must be measured by the rise which has taken 
place in the market price of silver, which I have 
shown does not exceed five per cent. But suppos¬ 
ing it were greater, would that be a reason for us¬ 
ing gold ? If India requires a supply of the pre¬ 
cious metals it can only be obtained in exchange 
for its products in foreign markets, and the 
quantity of those metals, whether of gold or 
silver, will be obtained in the exact proportion 
which they bear to the products of India for 
which they are exchanged. India is quite as well 
off to receive silver as gold, and perhaps better, 
in as much as silver seems to bo an appreciating 
metal while gold is probably still falling. Nor 
can it be deemed to be a disadvantage to India 
that the silver remitted for its products has to be 
obtained in exchange for the gold received from 
California or Australia in London. These different 
movements in the distribution of the precious 
metals to the points at which the exchanges of 
the world direct them, are all determined by gene¬ 
ral broad principles, which are self-acting, and 
which any artificial attempt to disturb or con¬ 
trol can only tend to derange. 

27. In whatever form India receives its pay¬ 
ments from the exterior world for the balance 
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of its exports over its imports, whether in gold or 
in silver, can matter not, so long as the full value 
is received. 


28. I know it is said that gold coins are 


Whether gold coins are 
more convenient for cir- 
culation than silver. 


much more convenient for 
circulation than silver. If 
this refers to the removal of 


Government treasure from 


one part of the country to another, then I much 
doubt if any important advantage would attend 
gold coins. The expense of removing coin, is, no 
doubt, in a very small degree determined by its 
weight and bulk but to a much greater extent by 
the necessity of protecting it. It would require 
just as much of an escort to protect the sum of 
Rs. 100,000 in gold as in silver, and perhaps even 
more so, inasmuch as the compactness and light¬ 
ness of gold would render it a more tempting and 
handy prize to the robber than bulky and weighty 
silver, Again, I doubt much whether there would 
not be somewhat great danger to local treasuries 
containing gold coin than silver. It is a very sug¬ 
gestive fact, that during the Mutiny the gold 
mohur of 15 rupees commanded such a premium, 
owing to their greater convenience for conceal¬ 
ment or removal, that the price of 26 and 27 
rupees was given for them. 


29. But if the convenience referred to alludes 
to the use of gold coins for private expenditure, 
then I readily admit their value to that extent. 
But I would submit that for this purpose, and for 
all others that have been suggested, a well regu¬ 
lated paper currency, such as I have described in 
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another Minute of this date, would answer much 
better, while the ancient single standard of the 
country, in which all existing obligations have been 
contracted, would be maintained in all its in¬ 
tegrity. 

Governor General’s J 

Camp, Meerut, >(Sd.) JAMES WILSON. 
25th December 1859. ) 


II. 

Extract from Sir W. Mansfield's Minute on 
a Gold Currency for India , dated 
8th March, 1864. 

“ A careful perusal of Mr. Wilson’s Minute 

Mr. Wilson*. Minute. of 25th December, 1859 
on the proposal to in¬ 
troduce a Gold Currency into India ” has con¬ 
vinced me that the grounds of his opinions are, 
in point of fact, fallacies, which are incompatible 
with the development of the people, and with 
a feeling of equity towards all classes, the poor 
as well as the rich, the indebted (in which I in¬ 
clude the State), as well as the capitalist and 
the owner of land. 

The Minute has convinced me that while 
Mr. Wilson has allowed his imagination to be 
excited by the possible depreciation in the value 
of gold, as the effect of new gold mines might be 
still more felt, he overlooked the corresponding 
circumstance that if, as he expected, gold through¬ 
out the world should fall still more in value than 
jt had done when he wrote, silver, if stationary 
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in the amount produced, would proportionally 
rise. He thus neglected to consider that, as a 
means of appreciating value, silver was, in truth, 
as uncertain as gold, this being true both with 
regard to new contracts hereafter to be made, 
and to those of ancient date. 

The perusal of his speeches and minutes on 
Indian Currency has further persuaded mo that 
Mr. Wilson’s views were formed without sufficient 
attention to the social condition and the habits 
of the great masses of the people of India. 

He was thus led into error, both with regard 
to what it is possible to effect iD the execution 
of currency changes, and to the wisdom of reforms 
to the general entertainment of which the 
popular mind has not yet been sufficiently 
educated. 

In effecting a loan, the State borrows 
The “breach of faith' 1 value as represented by a 
argument. certain number of coins. 

It does not borrow a special commodity of 
trade, or contract to return that same commodity 
except in so far as it is the representative of 
value. 

Thus the money it seeks represents a given 
value. It actually contracts for that value, and 
receives the money which represents it in the 
legal tender of the day. But it is because money 
is the representative of value, and that the legal 
tender is merely the form in which the money is 
clothed, that the State so receives the money in 
gold or silver, as the case may be. 
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The State does not, and cannot, bind itself 
Money i, the repreeenta- never to change thecharac- 
tive of value, it should ter of its legal tender, or 
not be confounded with the expression of measure, 
•commodity in which the w hich it looks on as liable 
unit of value la embodied. , , ^ ,, ... 

to change like other institu¬ 
tions. Its engagement deals with the value of 
the loan, and not with the special expression of 
the measure of value, which in equity cannot be 
a matter of consequence either to the lender or 
the borrower, if the idea of currency he fairly 
maintained, and it be not confused with the notion 


of the natural character of the commodity, which 
has been chosen to afford a material of currency 

or national machinery of exchange.If such 

reasoning as Mr. Wilson’s were to be admitted, 
when the question of substituting a cheaper cur¬ 
rency for a more expensive one is considered, such 
as silver for copper and gold for silver, the com¬ 
munity would he absolutly precluded from effect¬ 
ing any improvement or economy in the working 
of that, particular machinery, organised and 
maintained by the community at its own charges, 
for the performance of particular functions, which 
affect alike the State and the individual. 


It would be to create a new vested right in 
consequence of an agreement, to bar economy and 
the progress of development in favour of certain 
portions of the public to the disadvantage of the 
public generally ; in short, it would be to do what 
has been declared politically and socially wrong, 
and therefore unwise, in all the great changes 
which have been executed in England since the 
passing of the Eeform Bill. 
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Let us reflect on the fact, that the popula¬ 


te question of cou- 
Yenience. 


tions of India have the most 
simple and gregarious habits. 
There are tens of millions 


of the people who carry their little store of wealth 
habitually with them on their persons, or bury 
it in the corners of their huts. To perceive the 
actual prosence of their hardly saved rupees, or 
to conceal them away from the eyes of all other 
men, is their only notion of safety for their slen¬ 
der property. 

For them, therefore, it is difficult to over-es¬ 
timate the advantage of having the intrinsic 
value of their savings in the smallest and most 
portable form. The intensity of the want of por¬ 
tability of money comes before us in various ways. 
It is one of the conditions of what may be called 
the extreme promiscuity of existence seen in ori¬ 
ental bazars, m the town and village life of India, 
as compared with the habits of European com¬ 
munities. 


We saw the exaggeration of the notion of the 
, , , value of portability during 

Ji '‘ y the recent rebellion in 1867— 

58, when the price of gold 
rose 50 per cent, in the bazaars of the North-West, 
solely because of that quality. The gold mohur 
which used generally to be exchanged by the 
money-changers for 1 (5 rupees, its mints price be¬ 
ing 15 rupees, actually rose to 24 rupees, which 
were readily given for it. 

The people hug the idea of intrinsic value 


Durability. 


in coins of the precious metals 
which will last for ever, which 
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will be again found, if war sweep over the country 
and distroy all that is above ground. 

It will be understood that they would not 
care to bury the bank note in a corner of the 
hut. They would know that the paper would 
rot, be distroyed by damp, or be eaten by insects. 

They would further be always oppressed with 
the idea that it might lose in value or become in¬ 
convertible hereafter, in the midst of political 
changes, a by no means unreasonable suspicion.... 

It may further he said that, of all people in 


Money must possess 
intrinsic value 


the world, tho population of 
India carries practically and 
keenly into execution the 


principle, that the money actually current is a 
commodity which must possess the intrinsic value 


it assumes to represent. 


To them bangles aro convertible into rupees 


and vice versa . 


“ Tho gowd’s the gowd for a’ that ” 

Thus in some Native States tho people refuse 
in their retail operations to take the British rupee 
without a slight discount, because they declare, 
whether rightly or wrongly, that rude rupees 
supplied from their native mints haws more of 
silver in them, or are freer from alloy than the 
British rupee. 

Tho gold mohurs produced in the native 
mints were, I am informed, always more in de¬ 
mand, for similar reasons, than the British gold 
mohurs, when gold was received at our treasuries. 
To this day, the purity of the old gold mohur of 
Oudh, and of the gold mohurs coined at Jeypore, 
are held in high estimation. 
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The social aspect of the question is after all 
The importance of the the truly important one, that 
social aspect; of the which presents enormous 
question. difficulties in the way of exe¬ 

cution of a generel paper currency. The econo¬ 
mical theory of the advantages of a paper 
currency is doubtless absolutely true ; but we are 
convinced, by a thousand instances, that in poli¬ 
tics scientific truth must wait patiently, must 
gradually force itself on popular conviction, here 
a little and there a little. 


An over-hasty application of the most perfect 
economical system, which ignores the facts of the 
existing state of knowledge and civilisation,- 
defeats the objects sought by the edvocates of the 
change. In such case the Government of a coun¬ 
try is fortunate if the resistance it is certain to 
encounter be only dumb and dogged, as it might be 
in India, instead of violent and inflammatory, as 
it assuredly would be in Europe. 


It is curious to note the determination of th e 
_ . ’ population at large to acquire 

p e ^“'; n o,d°. f,he goldm preference to silver 
as a means of ornament and 


hoarding, so soon as their increased wealth per¬ 
mits of it. 


The fact is remarked and reported by collec¬ 
tors and superintendents of police. It is said 
that since the cotton crisis, gold bangles have in 
some favoured cotton districts become almost as 
common as silver bangles were before. Sir 
Arthur Cotton relates that before the opening of 
the Godavery canals, the districts of Bajamun- 
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4ry was one of the poorest in India. The irriga¬ 
tion of the soil converted it to a rich one. 

He visited the district a few years after hi 8 
oanal labours had produced their fruits ; wealth 
had taken the place of the most ghastly poverty. 
The district had become a steady importer of 
gold. 

It is thus evident that the people must have 
and will have gold. 

***** 

III. 

The respectful Memorial of the Bombay Associa • 
tion, to the Bight Honourable Sir John 
Lawrence, Bart, G. C. B., K. S. I., dc., dc., 
dc., Viceroy and Governor General of India 
in Council , dated 8th February 1864. 

Sheweth, 

That your Memorialists beg respectfully to 
submit for the serious and favourable considera¬ 
tion of Your Excellency in Council, the following 
representation in regard to the question of the 
introduction of gold currency into India. 

2. That the existing silver currency is no 
longer adequate for the wants of India, and that 
commorce begins to be seriously crippled by its 
inefficiency. 

3. That from time immemorial until some 

years ago India possessed an extensive gold 
currency. ♦ 

4. That the superior convenience of this 



INDIAN CURRENCY 


27 


circulating medium was well understood by the 
natives of this country. 

5. That the measures adopted by the 
British Government for the regulation of the 
money of India had the effect of gradually sup¬ 
pressing a gold and extending a silver currency, 
and that finally in 1835 an Act was passed decla¬ 
ring gold no longer a legal tender. 

6. That these stringent regulations have 
virtually extinguished a gold currency in India, 
but have by no means extinguished its popula¬ 
rity. 

7. That the few gold coins remaining in 
circulation are greatly prized and command a 
considerable premium in the market. 

8. That rude attempts are made by some 
of the natives of India to remedy tiie defects of 
the present inconvenient silver currency by cir¬ 
culating gold bars authenticated by the stamp of 
Bombay banks. 

9. That when the present currency was 
introduced into India silver was much more 
abundant than gold, and on this account was 
probably adopted. 

10. That large quantities of gold have now 
been discovered in adjacent countries, and that 
this metal being now greatly more abundant 
than silver, the same reason which originally led 
to introduction of silver now should suggest the 
expediency of the introduction of gold. 

17. That a silver currency convenient for 
the people of India a quarter of a century ago. 
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when trade was limited, and payments in the 
main extremely small, is very inconvenient now 
that wealth is largely diffused throughout the 
country and the operations of commerce have 
become so enormous. 

***** 

18. That the transport of this bulky and 
cumbersome currency entails constant and use¬ 
less expense upon the country, and its consequent 
sluggish circulation is a serious impediment to 
trade. 

IY. 

Extract from a Minute on a Gold Currency for 
India by Sir C. E. Trevelyan , dated June 28, 
1864. 

In the progress of improvement nations 

_ , advance by successive steps 

Indians plrpa Iv familiar e il , . t 

With tl.e ««• of gold from the rude instruments of 
exchange of primitive time, 
to the use of silver and gold money ; and at last, 
they attain to paper as the representative of gold. 
India had arrived at the gold period. Without 
going back to the history of former times, gold 
pagodas and fanams formed the bulk of the cir¬ 
culation of the South of India within the memory 
of persons still living; and, in the North, of India, 
although the gold mohur was over-valued with 
reference to silver, its superior convenience ob¬ 
tained for it a considerable circulation. The 
trade of India with the countries beyond its north¬ 
western frontier has always been carried on by“ 
means of gold coins of various kinds. 



INDIAN CURRENCY 


29 


The action of the Government upon this state 
of things was first to exclude 
gold from the circulation and 
then to introduce a paper 
currency based upon silver. The result is that 
India attained the last step per saltum , with the 
omission of the one which ought to have preceded 
it. Retrogression has been followed by irregular 
advance. 

The paper currency has been attended with 
a fair measure of success. The note circulation 


already amounts to upwards of 6,000,000 l . Stir¬ 
ling, of which rather more than 3,000,000 l. has 
been invested in Government securities. The 


time was come for furnishing this great accom¬ 
modation to the Europeans and to the native 
mercantile classes in towns ; and, as the body of 
the people become educated to the use of paper 
money, it will gradually answer the objects 
intended by it. The currency circles have been 
extended to the rest of India, and a more popular 
character ought now to be given to the system by 
issuing five rupee notes as was originally intend¬ 
ed. 


But the people of India have never acquies¬ 
ced in the exclusion of gold 
U "Srr“nc rity PaPer £rom tho currency, nor have 
they accepted paper as a sub¬ 
stitute for it. The plan of locking up reserves of 
the precious metals in strong rooms and repre¬ 
senting them by convertible paper, belongs to an 
advanced stage of civilization. The great majo¬ 
rity of the people of India must have intrinsic 
value in their hands before they are convinced 
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that payment has been made to them. This 
habit is founded upon the experience of ages. 
Promises to pay are rendered of no effect by bad 
faith or revolution ; bonds and noteB are destroy¬ 
ed by damp or eaten by insects ; but gold and 
silver survive every change and reappear to be 
enjoyed in better times. As between gold and 
silver, the preference is decidedly in favour of 
gold, which, having large value in small bulk 
offers most of the advantages of a paper currency 
together with the security derived from intrinsic 
value. Since the improvement of the circum¬ 
stances of the people, arising from the great in¬ 
crease in the demand for their exportable, produce, 
there has been a corresponding increase on their 

part in the demand for gold.Although gold 

is not available as a legal tender in payment of 
debts and taxes in the British dominions in India, 
the people in some parts of India have endea¬ 
voured to remedy the defects of the present in¬ 
convenient silver currency by circulating gold bars 
authenticated by the stamp of Bombay banks. 
This rude attempt to organise an ingot currency 
in the face of every discouragement, proves the 
determination of the people to have gold, and 
shows that the Government would be cordially 
seconded by them in any attempt to introduce a 
gold currency on a sound footing. 


A still more striking instance is that gold 
’ , . . , „ coin is in such request, that 

for a goW real gold mohure, nearly of 
standard value, are habitu¬ 


ally made by forgers, chiefly to secure the pre¬ 
mium on which they sell. 
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Many other proofs might be adduced of the 
popularity of gold coinage in India. The Native 
State of Jeypore has long enjoyed a reputation for 
the purity of its coins; and Jeypore gold mohurs, 
which were formerly seldom seen, have of late yearfr 
obtained an extensive circulation. In the Punjab, 
the use of gold, as a medium of exchange, has great¬ 
ly increased of late years. In the Sikh time it 
was chiefly procured from Russia through Kabul ; 
but, to use Mr. Melvill’s words, “‘the facilities of 
communication with Calcutta and Bombay, which 
are freely supplied from Europe and Australia, 
have given the precedence to those markets in 
the supply of gold.” Mr. McLeod reports that 
the sovereign is now the gold ccin most familiar 
to the people of the Punjab, “being by far the 
most abundant and almost the only one now 
employed systematically for equalising the ex¬ 
change.” 

But the most decisive example of all will be 
found in the Madras correspondence in the 
Appendix. Owing to the large number of sover¬ 
eigns introduced into the districts of Tanjore, 
Tinnevilly, and Madura, partly received in pay¬ 
ment for rice exported to Ceylon and the Mauri¬ 
tius, current silver money became so scarce in 
1858 that it wa3 difficult for the landowners to 
pay the revenue due by them. The Government 
of Madras, therefore authorised the receipt of 
sovereigns at the Tanjore Treasury at 10 rupees 
each, and afterwards directed that they should be 
paid at the same rate to such persons as might 
be willing to receive them. Although this proceed¬ 
ing was over-ruled by the Government of India, 
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it had gone far enough to prove that a gold 
currency, based upon the sovereign at 10 rupees, 
would rapidly have taken the place of the silver 
currency, if the Supreme Government had not 
interfered to prevent it.” 


V. 

To the Bight Honourable Sir Charles Wood, Bart. 

G. C. BSecretary of State for India. 

Simla, 14th July 1864. 

Sir, 

According to the intention already expressed 
by us, we have the honour to address you on the 
subject of a gold currency for India. 

2. The accompanying Minute by Sir Charles 
Trevelyan and its Appendices contain, we believe, 
a full exposition of the question. 

3. We concur in the two main proposals 
contained in that Minute, viz., that sovereigns 
and half-sovereigns, according to the British and 
Australian standard, coined at any properly 
authorised Royal Mint in England, Australia, 
or India, should be made legal tender throughout 
the British dominions in India, at the rate of 
one sovereign for 10 rupees; and that the Govern¬ 
ment currency notes should be exchangeable 
either for rupees or for sovereigns at the rate of 
one sovereign for 10 rupees, but that they should 
not be exchangeable for bullion. 

4. We are also of opinion that, in order to 
mitigate the evils to be expected from a re¬ 
currence of the late commercial crisis it is 
necessary that there should be no delay in the 
adoption of these measures. 
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5. If therefore, they have your approbation, 
we propose to give immediate legislative effect ta 
them. 

6. In the event of your approving of the 
adoption of the sovereign and half-sovereign as 
legal tender in India, we request that you will, 
without waiting for indents from this country, 
cause to be sent to the Mints of Calcutta, Madras 
and Bombay, such matrics and dies, and drawing, 
adjusting or other machinery, as may be necessary 
to secure the coining of sovereigns and half- 
sovereigns in exact conformity with the coinage 
of the London and Sydney Mints, except that 
there should be a minute mark (say C., M., and 
B., for the respective Mints of Calcutta, Madras 
and Bombay), distinguishable only by practised 
persons with the help of a magnifying glass. 

We have, &c., 

(Sd.) JOHN LA WHENCE. 

„ H. ROSE. 

„ R. NAPIER. 

„ H. S. MAINE. 

,, C. E. TREVELYAN. 

„ W. GREY. 

„ G. N. TAYLOR. 

VI. 

7 row, Sir Charles Wood, Secretary of State for 

India , to the Governor General of India in 

Council 

India Office, London, 

26 September, 1864. 

5. It is obvious, from the information 
o ollected by Sir G. Trevelyan, that there is a 
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very general desire for the introduction of gold 
coins in India ; that the people, even in the upper 
and remote parts of India, are well acquainted 
with the sovereign; and that there is a very 
general impression that the introduction of the 
sovereign would be well received, and that it 
would circulate freely at 10 rupees. Nor can 
there be any doubt of the advantage to India, 
England, and Australia if this gold coin could be 
made the basis of their common currency. 

6. It is not proposed at once to change the 
standard coin of India, and indeed it would be a 
very serious measure hastily to attempt so great 
a revolution in the habits of the people. There 
is great wisdom in the observations of the 
Chamber of Commerce at Calcutta that they are 
“ strongly in favour of the introduction of gold 
as an auxiliary currency, and as a tentative 
measure, which they believe will gradually but 
surely lead to the adoption of gold as the general 
metallic currency of this country, with silver 
as the auxiliary; but they are opposed to any 
sudden change being attempted, fearing that any 
such attempt would prove unsuccessful, and be 
likely to cause great derangement in the com¬ 
merce and finance of India. 

7. The only practical measure, therefore, to be 
considered is the establishment of a double stand¬ 
ard of gold and silver, the gold sovereignbeing 
legal tender for the same sum as 10 silver rupees. 

8. I will not stop to discuss the general 
question of establishing a double standard, but 
it appears to me that there are great practical 



INDIAN CURRENCY 35 ' 

objections in the way of adopting the measure 
actually proposed. 

20. At the present price of gold, with the 
various charges of bringing it to India, the 

value of the sovereign must...be so 

much above that of 10 silver rupees that, for 
the purpose of making any payment, the latter 
coins must necessarily be preferred to the 
sovereign. 


21. If there were the means of coining 
sovereigns in India, it would be more for the 
advantage of the holder of bullion to carry silver 
to the Mint for coinage rather than gold, and it 
would be more for the advantage of the exporter 
from England to send silver to India rather than 
gold or sovereigns. Even if the sovereign is 
imported from Australia, it would be more valu¬ 
able in India than 10 silver rupees. 

22. If the use of gold in the currency of 
India enhanced its value there, as is probable, 
and if the anticipations which are generally en¬ 
tertained of a diminishing supply of gold, and 
increasing supply of silver, should be realised, 
the difference in favour of the employment of 
silver coin will be greater even than it is at 
present. 

23. I cannot but think, therefore, that to 
enact that a sovereign should be legal tender at 
10 rupees, with the view of introducing it 
largely into the circulation of India, would be 
totally inoperative; and it is very inexpedient to 
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enact a law which would have no practical effect, 
and which it might be necessary to alter in a 
very short time. 

24. I am unwilling, therefore, to sanction 
such an enactment, but at the same time I see 
no objection to reverting to a state of matters 
which prevailed in India for many years, namely 
that gold coin should be received into the public 
treasuries at a rate to be fixed by Government, 
and publicly announced by proclamation. 

25. This was the case with the gold mohur, 
or 15 rupee piece, from 1835 till Lord Dalhousie’s 
proclamation in 1852, and with other gold coins 
previously to the reformation of the currency in 
1835. 

* * * * 

30, I wish you, therefore, to declare and 
to make it publicly known by proclamation, that 
sovereigns and half-sovereigns, according to the 
British and Australian standard, coined at any 
properly authorised Koyal Mint in England or 
Australia, and of current weight, will, until fur¬ 
ther notice, be received into all the treasuries of 
India for the same sum as 10 and 5 silver rupees 
respectively, and will be paid out again at the 
same rate, unless objected to. 

31. This measure appears to be entirely 
unobjectionable. It is in accordance with the 
cautious and tentative course recommended by 
the Chamber of Commerce of Calcutta ; it will, 
as. far as it goes, facilitate the use of the sovereign 
and half-sovereign in all parts of India; it will 
pave the way for the use of a gold coinage in 
whatever shape it may ultimately be found advis* 
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able to introduce it, and at the same time it 
.establishes a preference in favour of the 
sovereign. 

I have &c., 

(Signed) CHARLES WOOD, 


VII. 

Extract from the Final Report of the Gold 
and Silver Commission of 1886. 

Effect of the changes in the relative values of 
the 'precious metals upon India. 


103. We now pass from considerations 
_ . . . . . which aro of general appli- 

lndiT. C,a p0Sll ‘° n ° cation to the commercial rela¬ 
tions of all countries having 
different standards to the special case of India. 
The exceptional position of that country causes 
it to be affected in a special manner which we 
propose to treat separately. 

While the metal forming its standard of 
value is silver, its political and, for the most part 
its commercial relations are with a country 
having a gold standard. 

While its taxes are collected in silver, a 


substantial portion of its outgoings, including the 
payments which have to be made in this country, 
are necessarily disbursed in gold. 


104. Of the above circumstances, the most 


Extent of its gold 
payments. 


important is the fact that the 
Government of India has 
every year to convert a large 


portion of its receipts from silver into gold, in 


order to meet its liabilities in England. 
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In practice this operation is affected by selling 
in London for gold bills payable in India in rupees. 
As these gold payments are for the most part, 
fixed in amount, any fall in the value of silver 
necessarily compels the Government to sell a 
larger quantity of bills, or in other words, to pay 
a larger quantity of silver. It is this which con¬ 
stitutes its chief difficulty, for (a) it is always 
uncertain what additional number of rupees will 
be required in any one year, and all calculations 
of revenue and expenditure are, therefore, open to 
serious modifications between the date when they 
are made and the date when they are realised ; 
(b) it is extremely difficult on political grounds, 
to increase the existing taxation ; and ( c ) the 
increased amount of silver now required to dis¬ 
charge its gold liabilities imposes a burden upon 
the Indian taxpayer in respect of a considerable 
proportion of those payments. 

105. The bulk of the gold payments which 
the Government of India is under obligation to 
make fall under one or other of the following 
heads: (1) interest on debt, 02) interest on the 
stock of the guaranteed railway companies, (3) 
expenses on account of the British forces main¬ 
tained in India, (4) pensions and non-effective 
allowances payable in England, (5) the cost of the 
Home administration, and (6) stores purchased in 
England for use or consumption in India. 

* * * * 


108. The difficulties of the Government of 
... . . India consist, however, not 

Difficulties arising , ,, j..,. , 

from uncertainty as to onl y » the additional number 
exchange. of rupees which it is compelled 
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to find from year to year in order to discharge its 
gold liabilities, but in the uncertainty caused by 
the fluctuations in the rate of exchange, which 
makes it impossible to forecast with any accuracy 
its future expenditure. 

The following table shows the rate of ex¬ 
change estimated in the Budget, the rate actually 
realised, and the additional expenditure caused, 
or the saving effected by the divergence, since 
1874-75. 


Year. 

* Rate of exchange 
estimated in the 
^ Budget. 

s. 

Rate actually re¬ 
st. alised. 

Diffe 

QQ 

© 

© 

&. 

p 

« 

m 

m 

© 

© 

H 

fence. 

QQ 

© 

© 

P-l 

P 

« 

.2 

’> 

c3 

CQ 

1874-75 ... 

L 

0*375 

1 

10*156 

15,91,764 


1875-76 ... 

1 

9*875 

l 

9*626 

19,57,917 


1876-77 ... 

1 

8*5 

1 

8*508 


76,736 

1877-78 ... 

1 

9*23 

1 

8*791 

38,43,050 


1878-79 ... 

1 

8*4 

1 

7*794 

56,87,129 


1879-80 ... 

L 

7 

1 

7*961 


84,40,737 

1880-81 ... 

1 

8 

1 

7*956 

4,24,722 

... 

1881-82 ... 

1 

8 

1 

7895 

10,17,482 


1882-83 ... 

1 

8 

1 

7*525 

37,46,890 


1883-84 ... 1 

1 

7*5 

1 

7*536 


36,29,902 

1884-85 ... | 

1 

7*5 

1 

7*308 

18,97,307 


1885-86 ... 

1 

7 

1 

6*254 

56,82,638 


1886-87 ... 

1 

6 

1 

5*441 

65,17,721 


1887-88 ... 

1 


1 

4*898 

71,90,097 
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It will be observed that during the above 
.period the actual rate exceeded the estimated rate 
in only three years, and that on the whole the 
effect of the fluctuations was to cause a consider¬ 
able increase in expenditure over what had been 
anticipated when the financial arrangements of 
the year were made. 


109. Reference has been made in a previous 
paragraph to the difficulty of 
Difficulty of obtaining attracting capital to silver- 
S a i/the t co e u nt e ry. OP ' using.countries, owing to the 
reluctance ot capitalists to 
invest in securities, the return on which they are 
unable to calculate with certainty. 

This consideration applies with special force 
to the case of the Government of India, with 
whom it necessarily lies to take the initiative in 
any scheme of public works for tho better deve¬ 
lopment of the country. 

The form of investment which native capital 
has adopted from time immemorial is hoarding, 
and though there may be some tendency to invest 
in the securities offered by the Government, it has 
made but slow progress, and since the divergence 
between the value of gold and silver first mani¬ 
fested itself, the inducement to hoard the more 
valuable metal has rather increased. 


In former times, when the relative value of 
the two metals was more stable, the Government 
were able to raise loans, both capital and interest 
being payable in silver; and the terms on which 
they were raised were about the same in Calcutta 
and London. The price of 4 per cent, rupee 
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paper in 1873 varied between tOlf and 105^ in 
Calcutta, while the price of the 4 per cent, sterling 
stock in London was from 101 to 106 Butin 
-1837 the former security was from 95£ to 99&, 
while the per cent, sterling stock in London 
varied between 100^ and 104, or but very little 
below the 4 per cont. stock 14 years before. 

110. Of the three sources of embarrassment 
to the Government which we 
Uncertainty of all have indicated above, per- 
iaTndfi ,,rra, ’« emcnl8 haps tho most serious is the 
uncortamty which must neces¬ 
sarily attend all the calculations on which their 
financial arrangements for tho futuro are based. 

Apart from any question of exchange, both 
the revenue and expenditure in India are from 
various causes, it is said, more subject to fluctu¬ 
ations and uncertainty than is the case with 
European States generally. 

But in addition to these contingencies an 
unexpected fall in the value of silver may involve 
a loss of revenue which could not have been 
foreseen when the financial arrangements of the 
year \fere made, and this difficulty would be 
aggravated in the case of arrangements extending 
over many years. The extent of the inconveni¬ 
ence thus caused may be inferred from the figures 
given in § 108. 

Even if the precise limits of the fluctuations 
-could be foretold with greater accuracy, neither 
revenue nor expenditure could be made to accom¬ 
modate itself to variations of such magnitude. 
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For it would be difficult to impose and remit 
taxation from year to year without causing great 
discontent among a population who are unaccus¬ 
tomed to changes in their fiscal arrangements, 
and to whom it would be difficult to explain the 
circumstances which had rendered the changes 
necessary. 


111. Grave objections are also entertained 
. to progressive increase of 

in* t0 ' taxation to meet either un- 

* expected fluctuations or a 

continued fall in exchange. A large portion of 
the revenue generally is inelastic and not 
easily increased. The land revenue, from which 
source is derived nearly one-half of the net-receipts 
of the Government, has been fixed on a silver 
basis, in some cases in perpetuity and in others 
for a long term of years 


The salt tax has been increased since the 
commencement of our inquiry, and we are told 
that it would be difficult to raise much additional 
revenue from this source. The opium receipts 
are of a very precarious nature, and have shown 
a tendency to fall off in recent years ; and it is 
stated that it would be difficult to find any avail¬ 
able branch of the Indian revenue which could be 
relied upon to bring any large addition to the 
Exchequer. 


112. Another interest to which our attention 
has been directed is that of 
Case of European era- the European employees of the 
p’oyees of the Govern- ^ r i 

Government of India. They 

receive salaries paid in silver, 
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and calculated with some regard to the cost of 
living in India, and to the necessity imposed upon 
them of remitting home a certain proportion of 
their incomes. So far as their incomes are spent 
in India or are devoted to the purchase of com¬ 
modities, the gold price of which has fallen as 
much as that of silver, they do not sustain any 
loss. But on a large proportion of their remit¬ 
tances to Europe they derive no benefit from 
the fall of gold prices, as the fall has affected 
wholesale more than retail prices, and has not 
affected at all many of the prices m which they 
are interested. 

In reply to this it is pointed out that the 
loss sustained by the servants of the Government 
in connexion with their remittances is a matter 
for discussion and settlement between themselves 
and their employers. If the salaries of the 
Indian officials do not represent as much real 
remuneration as before, the Government will 
ultimately be compelled by the same forces which 
settle the market value of all other commodities, 
to increase their salaries. 


Effect upon the coun¬ 
try as a whole. 


113. The above allegations relate to matters 
affecting only the Govern¬ 
ment of India as a Govern¬ 
ment, and its employees. The 
country in its commercial intercourse with other 
countries is subject to the same disadvantages 
and disturbing influences which affect the inter¬ 
national trade of silver-using countries generally 
with gold-using countries, and which have been 
described above. 
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On the other hand it is urged— 

(a) That with the exception of the European 
employees of the Government, no class in India 
can be shown to have suffered by the fall in 
exchange ; that on the contrary, those interested 
in exports would appear to have gained some 
advantage by the stimulus given to their soveral 
industries, and those interested in imports have 
secured the benefit of the fall, of gold prices which 
has taken place in Europe. 

if) That consequently the poople of India 
are as woll, if not better, ablo to bear the 
increased burden of taxation rendered necessary 
by the fall in the value of their currency. 

(c) That if and so far as silvor has fallen, 
silver prices are higher than they would have 
been without that fall, and in that case the fall in 
silver, if it has added to the sum which the Indian 
Government have to raise by taxation in order 
to pay their gold dobt, has lightened the burden 
which, but for that fall, wcukl have rested on the 
Indian taxpayers. 


VIII. 


Extract from the despatch from the Government 
of India to the Secretary of State for India, 
No. 368, dated 13th October 1876. 


8. We consider it certain that, if we should 
,. ,. . find it necessary to make any 

ducbl-r°e’w?t» 0 ml» n rr' change in our standard unit 
of value, it would be incum¬ 
bent upon us sooner or later, and more or less 
.quickly, to call in our old currency, and directly 


\ 
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or indirectly at the public expense, to substitute 
anew currency representing the new standard by 
real value. Our present standard unit of value 
would, doubtless, immediately cease to exist, if we 
were simply to cease the manufacture of coins of 
this standard ; and provided only that we did not 
annex conditions so severe that they could not be 
profitably accepted, any new standard that we 
might adopt would be established at onco by the 
mere act of opening our mints to the manufac¬ 
ture of coins of the new standard alone, upon 
fixed and uniform conditions. Our existing full- 
legal-tender coinage would, if we authorise the 
manufacture of no new full-legal-iender money, 
represent domestically a now standard, the value 
of which would bo the monopoly value of the ex¬ 
isting stock of coins. If wo introduce a new and 
more valuable standard, the existing coins would 
represent domestically the now standard, just as 
the full-logal-tender silver coins of France and 
her associates of the Latin Convention now rep¬ 
resent domestically not their own independent 
value, but that of the coins of equal nominal value 
in gold, which is for the time being, the sole mo- 
netary standard of those countries. 

9. We are thus quite aware that our stan- 
a n pnhanced standard dard of value might be en- 
oannot he introduced hanced without any immedi- 
without intrnducirg an a fc 0 change in the body of 
enhanced curieucv. , ,, / 

J our currency; and that we 

might, for a time, enjoy many of the 
advantages of a gold standard without under¬ 
going the expense of introducing a gold currency. 
But. we wholly distrust the advice and con¬ 
clusions of those who think that such a state 
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of things could be tolerated permanently or even 
for any considerable length of time ; in other 
words, that we could introduce an enhanced stan¬ 
dard, and yet, indefinitely, esoape the obligation 
to introduce an enhanced currency. So long as 
the currency of a country is out of accord with 
the standard, the country is exposed to all the 
evils of an incovertible paper currency ; the value 
of its money abroad differs from its domestic 
value, and the community is exposed to the dep¬ 
redations of coiners and forgers. It is not, we 
conceive, necessary for us to multiply arguments 
on this point : but we must record our deliberate 
conviction that, although we could, hardly, under 
any circumstances, hope to effect an enhancement 
of our standard of value, without being compelled 
to endure, for a time, the evils inseparable from 
a currency not truly representing the standard, 
it would be our imperative duty to adopt immedi¬ 
ate and definite measures to bring this state of 
things to an end, within a specified time, by the 
introduction of a sound currency, that is to say, 
of a currency representing the standard by its 
own independent value abroad as well as at 
home. 


14. To raise the standard of value of any 

„ , p country above its actual or 

Breach of public fculh very reo0nt yalue w y 
caused by raising the , ,7 . . , 

standard of value* OEOBiCh 01 ttl8 public fclith. 

Innumerable contracts are 
made, day by day, upon the basis of the standard 


unit of value and in the faith that no change will 
be made in the standard : the parties to such con¬ 
tracts must accept the risks of any natural and 
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fortuitous changes in the value of the standard 
of value; but although the State might*tipon suffi¬ 
cient cause shown, properly and with benefit to 
all concerned, interfere to present, by its own act, 
future voilent changes in the value of the stand¬ 
ard, it could not, without injustice to numerous 
private interests, carry any such adjustment far 
backwards. 

15. It is especially important to observe 
that the State would have no right to change or 
enhance the standard unit of value either for the 
benfit of the public revenues, or of any class or. 
classes of the community, however influential or 
valuable, or on any ground other than that the 
relations of the whole community were so dis¬ 
turbed by the alteration of the value of the stan¬ 
dard that the commonweal required its readjust¬ 
ment. 


IX. 

Depatch from the Government of India 
to the Secretary of State fqr India , 

No. 68, dated 23rd March, 1892. 

We have the houour to forward, for your 
Lordship’s information, a copy of the correspon¬ 
dence.with the Bengal Chamber of Commerce, 

in which the Chamber enquires what we propose 
to do with reference to the heavy fall in the value 
of the rupee which has followed on the fall in the 
price of silver in the United States. 

2. Your Lordship is aware of the anxiety 
with which we regard this question, and of its 
high importance in our estimation as affecting the 
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interests of India. We have at various times 
fully expressed our views on the subject, and it 
is unnecessary to repeat them here. But we de¬ 
sire to say that the violent oscillations in the* 
price of silver since 1890 and its rapid decline 
during the last year to the lowest point yet 
reached cause us, as they have caused the mer¬ 
cantile community, the gravest anxiety for the 
future. 

3. We are desirous, as we have always been, 

of aiding in the settlomont of 
Sfttlfment of the sil. ^he silver quostion by inter- 
ver question by inter- ,. . ^ J 

national agreement. national agreement, and if 
proposals should bo made by 
the United States, or by any other Government 
for the holding of an international Conference, 
we trust that Your Lordship will lend those pro¬ 
posals your strongest support. 

4. In our opinion it is not open to question 
that if international agreement is not arrived at, 
the United States Government will sooner or 
later be driven either to the adoption of a silver 
standard or to the abandonment of its purchases 
ot silver. It is certain that the cessation of the 
purchases of silver by the United Statos could 
not fail to depress still further the price of that 
metal, and the policy to be followed by India 
in that event deserves the most serious consider¬ 
ation on an early date- 

5. The stoppage of the coinage of silver by 
the United States will probably, if it should come, 
come suddenly, and if we defer until it has taken 
place tbe consideration of the measures which in 
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that event it may be expedient to adopt, we 
shall find ourselves unprepared and left with no 
time for due consideration. 

6. We are therefore of opinion that the sub¬ 
ject should be considered in all its bearings be¬ 
forehand, and we recommend that, in view of the 
possible action of the United States in tHe future, 
Her Majesty’s Government should now take into 
consideration the question whether any, and if so 
what, measures can be adopted foij the protection 
of Indian interests against the further decline in 
the gold value of the rupee to which, for the 
reasons we have given, we may be at any moment 
exposed, and the violent fluctuations in the relative 
value of gold and silver to which, under present 
circumstances, wo cannot assign any limit either 
in time or m amount. 


X. 

Despatch from the Government of India to 
the Secretary of State for India ,. 

No. 160 , Dated 21st June 1892. 

In our Financial Despatch No. 68, dated 23rd 
March 1892, we requested Your Lordship to lend 
your support to any proposals that might be 
made by the United States of America, or any 
other country, for the settlement of the silver 
question by International Agreement. At the 
same time we called attention to the probability 
that failing an international agreement, the 
United States would be forced to stop the 
purchase and coinage of Bilver, and we requested 
that Her Majesty’s Government, in viqw of 
this contingency shoiild . now- take, inta con* 
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eideration whether any, and if so, what, measures 
co/uld bo adopted for the protection of Indian 
interests. 

,% m Since that Despatch was Written we have 
learnt with satisfaction that Her majesty’s Go¬ 
vernment have accepted the invitation of the Uni¬ 
ted States to take part in an International Con¬ 
ference to consider measures having for their object 
the more extended use of silver as currency, and 
that Your Lordship agrees with us in the impor¬ 
tance of Indian interests being properly represen* 


ted. 

At the same time we cannot overlook the 

English opposition to bi- st ' on f tc \ ttl6 

metallism. introduction of the system 

of double legal tender into 
Great Britain that has been mainfested in certain 


quarters, and we observe with regret that the 
Conference has been summoned to consider the 
question, of the more extonded use of silver as 
currency, and not for the purpose of considering 
the adoption of an International Agreement for 
tho fro® coinage of gold and silver, and the mak¬ 
ing Oif both gold and silver coins legal tender at 
a definite and uniform ratio. 

3. We fear that a refusal on the part of 
Great Britain to adopt the system of double 
legal tender may be fatal to an International 
Agreement for the free coinage of both gold aD<J 
silver, on a sufficiently wide basis, and we believe 
that a limited increase of the quantity of silver 
used as currency will exercise a very trifling in¬ 
fluence (if any) in raising, or preventing a fall in 
tha gold price of silver, while it would be wholly , 
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without effect in the far more important matter 
of preventing fluctuation in the relative value of 
the two metals. We greatly regret this state of 
affairs, both because we believe that no other 
country is so deeply interested in, or would bene¬ 
fit so greatly by, a uniform standard of value 
throughout the civilised world as Great Britain, 
with her vast system of trade and the great 
extent of her finance, and because the final re¬ 
jection of an International Agreement for free 
coinage of both gold and silver will leave this 
country face to face with a problem of the great¬ 
est difficulty. 


4. If the forthcoming International Confer- 
. ence fails to arrive at a. 

closed t<> the free <oin«ge satisfactory decision re- 
of silver if the Interna- garding the question, wo 
tional Conference fails. apprehend that it will very 
soon be necessary for the 
United States to decide either to accept a silver 
standard, or to abandon the purchase and coinage 
of silver on a scale in excess of what is required 
to keep up the necessary subsidiary coinage. 

If the United States abandon the attempt to 
maintain the use of silver as standard money, 
there must be an immediate and very great fall 
in the price of silver, which would react on tha 
Indian exchanges and increase indefinitely the 
rupee burden of our sterling obligations. 


The recent fall in the rate of exchange has 
already imposed upon our finances a burden 
which we shall have some difficulty in meeting, 
and we cannot contemplate without dismay th» 
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prospect of another fall of indefinite amount, 
attended no doubt with great and sudden fluctua¬ 
tions in the gold price of silver, and to be followed 
possibly by further falls in the future. 

It must also be remembered that, if the present 
conditions continue, the pecuniary difficulties of the 
Government of India will not be limited to the 
loss by exchange. The fall in silver causes dis¬ 
tress to a very large numbor of our European 
officers of all services, but specially of the army, 
who havo to remit money to their families in 
England. The distress is rapidly becoming 
acute. It has been borne hitherto with great 
patience But, in the case which we have just 
supposed, we shall, unless the efficiency of the 
service is to suffor, find it necessary to satisfy, in 
a reasonable manner, claims involving compensa¬ 
tions to a large amount. 

5. We havo carefully reviewed all the cir¬ 
cumstances of the case and we desire to place on 
record for your Lordship’s information our deli¬ 
berate opinion that if it becomes evident that 
the International Conference is unlikely to arrive 
at a satisfactory conclusion, and if a direct agree¬ 
ment between India and the United States is found 
to be unattainable, the Government of India 
should at once close its Mints to the free coinage 
of silver, and make arrangements for the intro¬ 
duction of a gold standard. 

In arriving at this conclusion we have been 
mainly influenced by a consideration of the fact 
that the abandonment of silver by the United 
States of America would involve the perpe- 
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tuation of all the evils from which wo have 
suffered during the last twenty years, and possibly 
their perpetuation in an aggravated form, unless 
steps are taken for the establishment in India of 
a gold standard. 

We believe that public opinion in India is 
ripe for tho adoption of decisive measures, that 
the stoppage of the coinage of silver would 
be generally approved, and that we might 
safely count on receiving every reasonable assis- 
tence from the commercial and banking classes 
in the attempt to introduce a gold standard. 


XI. 

Notification by the Government of India , Finance 

and Commerce Department , No, 2662, dated 

26th June 189 i. 

The* Governor General in Council hereby 
announces that until further orders gold coin and 
gold bullion will bo roceived by the Mint Masters 
of the Calcutta and Bombay Mints respectively 
in exchange for Government rupees, at the rate 
of 7*53344 grains troy of fine gold for one rupee, 
on the following conditions :— 

(1) Such coin or bullion must be fit for 
coinage. 

(2) The quantity tendered at one time must 
not be less than 50 tolas. 

(3) A charge of one-fourth per mille will be 
made on all gold com or bullion which is melted 
or cut, so as to render the same fit for receipt into 
the Mint. 
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(4) The Mint Master, on receipt of gold 
coin or bullion into the Mint, shall grant to the 
proprietor a receipt which shall entitle him to a 
certificate from the Mint and Assay Masters for 
the amount of rupees to be given in exchange 
for such coin or bullion payable at the General 
(.Reserve) Treasury, Calcutta or Bombay. Such 
certificates shall be payable at the General Trea¬ 
sury after such lapse of time from the issue thereof 
as the Comptroller General may fix from time 
to time. 


XII. 

Notification by the Government of India, Finance 
and Commerce Department, No, 2663, dated 
26th June 1863. 

In suppression of the Notification by the 
Government of India in the Financial Depart¬ 
ment, No. 3*287, dated the 28th Octobor 1868, 
which is hereby cancelled, the Governor General 
in council is pleased to direct that, from and after 
the date of this Notification, Sovereigns and 
Half-sovereigns of current weight coined at any 
authorised Royal Mint in England or Australia 
shall be received in all the Treasuries of British 
India and its dependencies, in payment of sums 
due to the Government, as the equivalent of 15 
rupees and of seven rupees and eight annas 
respectively. 
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XIII. 

Notification by the Government of India, Finance 
and Commerce Department, No. 2664, dated 
26th June, 1893. 

In exercise of the powers conferred by the 
Indian Coinage and Paper Currency Act, 1882, 
as amended by the Indian Coinage and Paper 
Currency Act 1898, and of all other powers 
enabling him in this behalf, the Governor General 
in Council is pleased to direct that currency notes 
shall be issued by the Head Commissioner of 
Paper currency Calcutta, and by the Commissioner 
of Paper Currency, Bombay on the requisition of 
tho Comptroller General, in exchange for gold- 
coin or gold bullion at the rate of one Govern¬ 
ment rupee for 7*58844 grains troy of fine gold. 
Sovereigns and half-sovereigns of current weight 
coined at any authorised Koyal Mint in England 
or Australia shall be taken as the equivalent of 
fifteen rupees and of seven rupees and eight 
annas respectively. 


XIY. 

Extract from a Minute by the Hon'ble Sir David 
Barbour , dated 16th October, 1893. 

9, We have taken the preliminary steps 
towards introducing a gold standard into India, 
and it is of vital importance that our policy 
should be carried to a successful issue. Before 
the Indian mints were closed to the free coinage 
of silver, it was possible to hope that that mea- 
e ure would of itself lead to the rise of the rate of 
exchange to Is* 4 d. t that we should only have to 
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wait while a gold reserve accumulated under 
trade influences and that the gold standard could 
be introduced into India with but little trouble* 
It seems impossible any longer to entertain the 
hope that the mere closing of the Indian mints to 
silver will lead to the accumulation of a gold 
reserve, and bring about the effective establish¬ 
ment of a gold standard without its being neces¬ 
sary for us tp take any further steps in the 
matter. 

According to present appearances the estab¬ 
lishment of a gold standard 
The e‘«ti<blif*hment of a will be a work of time and 
f'SliLVtd* labour involving sacrifices so 
] a b our heavy that they may tax our 

resources to the utmost. 

10. On the other hand, tho speedy estab¬ 
lishment of the gold standard is most desirable. 
We have neithor a gold standard nor a silver 
standard ; our trade with China suffers severely 
and our trade with gold standard countries has 
not so far been appreciably facilitated. The 
measures taken to improve the position of the 
European services (the grant of exchango com¬ 
pensation allowance and of favourable rates for 
the payment in England of rupee pensions and 
furlough allowances) have, in round figures, con¬ 
verted a rupee liability of Bs. 4,380,000 into a 
sterling liability of d£3,812,000. This conversion 
at favourable rates of rupee liabilities into ster¬ 
ling liabilities has added materially to our rupee 
expenditure, and the additional expenditure will 
increase with every fall in the exchange value of 
the rupee, and must aggravate our financial diffi- 
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culties so long as we are unable to effectively 
establish the gold standard. 

11. The establishment 
Difficulties of the task. of the 8 old standard in India 
has been undertaken under 
specially unfavourable conditions. 

In the first place, the drawings of the Secre¬ 
tary of State are very great in proportion to the 
magnitude of India’s trade aj^ ^ er 
revenue, and, as I have already sh^Fn,these draw¬ 
ings do not constitute the whole QfPthe burden of 
this nature which falls on that trade. 

In the next place, we are attempting to in¬ 
troduce, or hoping that wo may be able to intro¬ 
duce, a gold standard at a higher rate of exchange 
than that which prevailed when the Indian mints 
were closed to the free coinage of silver . ...a task 
the magnitude of which it is impossible for us to 
measuro. 

In the third place, we are trying the experi¬ 
ment when our finances are seriously embarrassed, 
and when expenditure materially exceeds revenue. 

Considering the magnitude of the interests at 
stake, and the difficulties we have to meet, we 
ought not to throw away a single chance, or to do 
anything which might delay success by a single 
month. The longer the delay in establishing the 
gold standard, the weaker will be the confidence 
of the general public in our ability to make the 
gold”standard effective ; and the greater our loss 
of credit, the more difficult will.our task become.... 
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13. The only sound and certain method of 

_ , , establishing the gold standard 

r " Pee is to be found in the necessary 
reduction of the rupee cur¬ 
rency. We know that there are many coined rupees 
in existence which may be poured into that cur¬ 
rency and we can neither say what the total amount 
may be, or what longth of time it may take to 
make the neg^psary reduction. Nevertheless the 
difficulty musr bo faced, and the sooner it is faced 
the better. Thero can no real reduction of the 
■currency until we possess a surplus of revenue 
over expenditure Wf.ich may be dovoted to this 
purpose, and in my opinion the primary duty of 
tho Government of India is to re-establish finan¬ 
cial equilibrium either by reducing expenditure or 
by imposing additional taxation. Any surplus 
that would then be available should bo dovoted 
to the withdrawal of the redundant currency. 
The process may be tedious and difficult and in¬ 
volve a heavy sacrifice, but if wo persevere in 
this course we may hope that tho gold standard 
will ultimately be established, and by no other 
process can we make certain of arriving at the- 
desired result. 

14. The task oi establishing a gold standard 
will be facilitated if, at the same time, we can suc¬ 
ceed in reducing the total amount of the remit¬ 
tances to England, and in any case we Ought sc¬ 
rupulously to avoid increasing them. However 
beneficial the construction of new Railways may 
be, we must recollect that a heavy expenditure 
irom borrowed money on Railways would not only 
involve, for a time at least, an increase of net ex¬ 
penditure and thus render it more difficult to es- 
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tablish financial equilibrium, but would add per¬ 
manently to the amount that has to be romitted to 
England, and thus directly tend to depress ex¬ 
change, and counteract any efforts we may make 
towards the establishment of the gold standard. 


The moasuros which the Government of India 

, , should adopt, are in my opi- 

Me-suivs to be adopted. niojl( ag {ollowa . _ 

(1) Tho immediate establishment of finan¬ 
cial equilibrium, whatever the cost may be. 


(2) The devotion of any surpluo that may be 
obtained to the reduction of the number of coined 
rupees m circulation, such reduction of the cur¬ 
rency to bo carried as far as may be found neces¬ 
sary to produce tho desired result. 

(3) The i eduction of, or at least the avoid¬ 
ance of any increase to, tho Home charges and 
the total remittances to England—a process which 
necessarily involves the application Gf a strict 
limit to the construction of Hallways and Canals 
from borrowed money, and which, if the Famine 
•Grant is suspended, will necessitate a contraction 
of the present Public Works programme. 


XV. 


Extract from the Despatch from the Government 
of India to the Secretary of State No. 261, 
dated the 16th September 1897. 


We have the honour to acknowledge receipt 
of your Lordship’s despatch 
No. 129 of August 5, 1897, 
asking for our opinion whe- 


The proposal to reopen 
Jadian mints to silver 
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ther the Indian mints may be reopened to silver 
as part of a contemplated arrangement under 
which France and the United States of America 
will open their mints to silver as well as gold. 

3. The changes which are involved in the 
arrangements proposed to Her Majesty’s Govern¬ 
ment are the following. France and the United 
States are to open their mints to the free coinage 
of silver, continuing the free coinago of gold and 
the unlimited legal tender of coins of both metals, 
the ratio remaining unchanged in France and being 
altered to the French ratio of 15£ to 1 in the 
United States. India is to open her mints to 
silver, to keep them closed to gold, and to under¬ 
take not to make gold legal tendor. France and 
the United States would thus be bimetallic ; India 
would be monometallic (silver) ; while most of 
the other important countries of the world would 
be monometallic (gold). 

4. The object which the proposers have in 
view is the establishment of a stable relation bet¬ 
ween the values of gold and of silver. This would 
include the establishment of a stable exchange 
between the rupee and storling currency, which 
was the object of the Government of India in the 
proposals made in our Financial despatch No. 160 
of June 21,1892, which proposals ultimately re¬ 
sulted in the adoption, in view to the attainment 
of that object, of the policy of a gold standard, 
and in the closing of the mints to the free coinage 
of silver. 

If then it were certain that the suggested 
measures would result in the establishment of a 
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stable ratio, the Government of India might well 
consider whether their adoption would not be pre¬ 
ferable to the policy to which they committed 
themselves in 1893 in the hope of attaining the 
same result by isolated action on the part of 
India alone. The principal questions, therefore, 
for us to consider are whether the measures are 
more likely to succeed than the policy of 1893, 
and what consequences to India may be appre¬ 
hended if the measures should fail of success after 

being brought into operation. . 

5. The first result of the suggested measures, 
m, , r if they even temporarily suc- 

dian mints t, silver ceed in their object, would bo 
would cause intent dis an intense disturbance of 
turbance of trade and Indian trade and industry by 
1,1 ,lst,y * the sudden rise in the rate of 

exchange which, if the ratio adopted were 15j to 
1, would be a rise from about 16d. to about ‘23 d 
the rupee. Such a rise is enough to kill our ex¬ 
port trade, for the time at least. If the public 
were not convinced that the arrangement would 
have the effect intended, or believed that it would 
not be permanent, the paralysis of trade and in¬ 
dustry would be prolonged and accompanied by 
acute individual suffering; none of the advantages 
expected would be attained ; and the country 
would pass through a critical period which would 

retard its progress for years. 

8. Moreover, it seems to us somewhat 

0 ...... unfair to expect that India 

of the pohoy of should> gtruggle8 aud 

difficulties of the last decade 
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consider itself on the same plane in the discussion 
of these projects, as Prance and the United States- 
India has since 1898 passed through a period of 
serious tension and embarrassment alike to trade 
and to the Government. We are satisfied that, 
great as have been the troubles which have 
attended this period of transition, the attainment 
in the end of the paramount object of stability 
in exchange is worth more than all the sacrifices 
made. We believe that our difficulties are now 
nearly over and that we shall in the near future 
succeed in establishing a stable exchange at 16d. 
the rupee by continuing the policy initiated in 
1893. 

20. We believe, however, that whatever 
inducements are held out to 
Indian currency system us by Other nations, OUr best 

th.fc of Great BritaiiT 1 ^ 1 policy m monetary matters 
is to link our system with 
that of Great Britain. Our commercial connexions 
with that country are far more important than 
those with all the rest of the world put together, 
and more than a sixth part of our expenditure is 
incurred in that country, and measured in its 
currency. The advantages which in this respect 
we gain by following the lead of Great Britain, 
are not obtained, or not fully obtained, if we 
become members of a monetary union in which 
Great Britain takes no part. And indeed, as we 
have already explained, we bave little hopes of 
an efficient union being formed unless Great 
Britain is a member. We think it a reasonable 
position .for us to take with regard to the present 
proposals by France and the United States, that 
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we should say that the Government of India 
strove long and earnestly to further the for¬ 
mation of an International Union : that when they 
saw that the opposition of England rendered 
impossible the attainment of that object within 
any measurable time, they temporarily abandoned 
their efforts in that direction and decided, as the 
least prejudicial of the courses open to them, to 
throw m their lot with Great Britain and to 
adopt the gold standard: that, as it appears 
improbable that an effective union will be formed 
without the adhesion of Great Britain, and as the 
measures adopted to introduce a gold standard 
in India are now approaching final success, they 
considor that it will be wisest to adhere to the 
course adopted in 1893 until Great Britain is 
prepared to join in international bimetallism 
and that therefore they wish to adhere to the 
same monetary standard as Great Britain, with 
which nation they are most closely linked both 
in respect of their commercial relations and 
in all other respects, and to refrain from becoming 
a party to arrangements with other nations m 
which Groat Britain sees ample reasons for 
refusing to join. 

30. To sum up, our reply to Your Lordship’s 
reference is a strong recommendation that you, 
should decline to give the undertaking desired by 
France and the United States. Our unanimous 
and decided opinion is that, it would be most 
unwise to reopen the mints as part of the proposed 
arrangements,, specially at a time when we are to 
all appea rai *ce approaching the attainment o£ 
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stability in exchange by the operation of our own 
isolated and independent action. 


XVI. 

Extract from the Beport of the Indian Currency 
Committee of 1898. 

***** 


It is of greater practical importance at the 
A good currency. present time to consider 

what steps the Govern¬ 
ment of India contemplated taking when, by 
their methods, that state of things had been 
established which is in actual operation to-day. 
They did not definitely propose to. make gold 
coins a legal tender; but they did not hesitate 
to express the opinion that “ the only state of 
thingswhich can be called a thoroughly satisfactory 
attainment of gold standard is one in which the 
gold coins which represent our standard are 
those also which are good for payments in 
England.” As a matter of principle therefore, 
the Government of India favoured a gold standard 
with a gold currency. 

49. This brings us to the consideration of 
j j • i. schemes which have been 

ouf. e g^dcu n ,r"c"“ ' P-rf-V” e . 8t , abli3hin g 8 
gold standard without a gold 

currency. Great stress has been laid upon the 
hoarding habits of the natives of India; and, in 
view of the direct encouragement which a gold 
currency might give to the hoarding of gold, it 
has been represented to us by Mr. Lesley Probyn 
that, “ if gold coins were passed into the currency 
it would beat first like pouring water into a seive.” 
He accordingly proposed (1) to institute a separate 
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issue of gold notes of the denomination of 
Bs. 10,000; (ii) to issue such notes only in 
exchange for gold; (iii) to make them payable 
(at the option of the holder) either in rupees or 
in gold ; (iv) to make it optional to the Currency 
Department, when gold is demanded, to pay 
either in sovereigns or in gold bars of not less 
than 67 1. It was hoped that gold would be 
attracted to India, and that a gold reserve would 
be gradually accumulated which would be strong 
enough to allow the Government to undertake 
ultimately the universal convertibility into 
gold of all rupees and rupee-notes, when 
presented in parcels of not less than Rs. 10,000. 
Under the scheme the gold standard would be 
left to automatic agencies to establish, and its 
establishment would coincide with an ultimate 
undertaking to exchange rupee currency for gold 
bars of high value. 


50. On this scheme we may remark that, 


The proposal not in 
accord with Indian or 
European usage. 


while bullion may be regarded 
as the international medium 
of exchange, there is no pre¬ 
cedent for its permanent 


adoption for purposes of internal currency ; nor 


does it accord with either European or Indian 


usage that the standarded metal should not pass 
from hand to hand in the convenient form of 


current coin. No real support for such a scheme 
is to be drawn from the purely temporary pro» 
visions of “Peel’s Act “ of 1819 whereby, for a 
limited period, the Bank of England, as a first 
step to the resumption of cash payments, was 
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authorised to cash in stamped gold bars, its notes, 
when presented in parcels of 300Z. Little or no 
demand for gold bullion appears to have been 
made on the Bank under these temporary 
provisions, which were repealed at the instance of 
the Bank itself in 1821. 

As regards the hoarding difficulty in India, 
we are not satisfied that the 
Hoarding. danger therefrom is so great 

as has been suggested. There is little or no 
likelihood, even according to the most sanguine 
view, that for a long time to come gold coins, 
even'if declared a legal tender forthwith, would 
find their way to any great extent into general 
circulation. Even under silver monometalism 
India imported and absorbed gold, as she is doing 
to-day and as she may be expected to do in the 
future, no matter what her system of currency is. 
In a strongly conservative country liko India 
no sudden changes are be expected in the habits 
and customs of the people, particularly in matters 
relating to currency and hoarding, but, while we 
must look to the continuance of the habit of 
hoarding, we may also feel satisfied that, until 
gold has penetrated into general circulation (so 
far as the relatively small transactions of Itidia 
permit), there will be no materially increased 
temptation to the natives of India to hoard gold 
instead of silver. Moreover, the introduction of a 
gold currency into India would not be an untried 
experiment. As has been shown above, gold 
coins were in common circulation in India gener¬ 
ally within hying memory, ?ind were .expressly 
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stated in 1806 to form the principal currency and 
money of account of Madras. If hoarding did 
not render a gold circulation an impossibility 
in the past, we look for no such result in the 
future. 

61, Consequently, we are of opinion that the 
habit of hoarding does not present such practical 
difficulties as to justify a permanent refusal to 
allow India to possess the normal accompaniment 
of a gold standard, namely, a gold currency. 

54. We are in favour of making the British 
A gold standard and a sovereign a legal tender and 

gold currency rccom- a current com in India. We 
mended - also consider that, at the 

same time, the Indian Mints should be thrown 
open to the unrestricted coinage of gold on terms 
and conditions such as govern the three Austra¬ 
lian branches of the Boyal Mint. The result 
would be that, under identical conditions, the 
sovereign would be coined and would circulate 
both at home and in India. Looking forward as 
we'do to the effective establishment in India of 
a gold standard and currency based on the prin¬ 
ciples of the free inflow and outflow 7 of gold, we 
recommend these measures for adoption. 

55. Under an effective gold standard rupees 

would be token coins subsi- 
Convertibility. diary to the sovereign. But’ 

existing conditions in India do 
not warrant the imposition of “a limit bn the 
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amount for which they should constitute a legal 
tender ; indeed, for some time to come, no such 
limitation can be contemplated. 

57. Outside the United Kingdom there are 
. two principal instances of 
FwnoeTnd th<f United countries with a gold stan¬ 
ces. dard and currency, which ad¬ 

mit silver coins to unlimited tender. These coun¬ 
tries are France and the United States of America. 
In France the five-franc piece is an unlimited ten¬ 
der and for all internal purposes is equivalent to 
gold. The same remark applies in the United 
States to the silver dollar. At the present time 
there is no addition to the coinage either of five- 
franc pieces or of United States’ silver dollars. In 
the case of the five-franc piece, there was free 
coinage up to 1874 ; in January the coinage was 
limited and in November 1878 it was suspended 
altogether. With the repeal in 1893 of the pur¬ 
chasing clauses of the Sherman Act, the same re¬ 
sult was roached with regard to the United States’ 
silver dollar. Both in France and in the United 
States the mints are now closed to the coinage 
of silver coins of unlimited tender. In neither 
country are such coins convertible by law into 
gold ; in both countries alike they are equivalent 
to gold for all internal purposes. For interna¬ 
tional payments, so far as specie is concerned, 
France and the United States depend ultimately 
on the international medium of exchange, which 
is gold. In the last resort, it is their gold which, 
acting through the foreign exchanges, maintains 
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the whole mass of their currency at its nominal 
value for internal purposes. 


68. We do not doubt that it is, in theory, 
. possible to attain the same 
Restriction of the result in India, as in France 
&r g oM U !,l « d the United States of 
the rupee. America, by limitation of the 

quantity of the rupee currency. 
The special difficulty in the case of India is one 
of degree and not of principle. We are unwilling 
to commit ourselves to the acceptance of the esti¬ 
mates which have been made of the number of 


rupees actually circulating in India. There can 
be no doubt but that is is very large ; and there 
are also large quantities of rupees in existence 
which, though not actually circulating, might, 
under certain conditions, be brought into circula¬ 
tion. On this account doubts have been enter¬ 


tained in the past whether the mere closing of the 
Indian mints to silver would, in practice, be 
attended with such a restriction of the rupee 
currency as would make the rupee permanently 
exchangeable for gold at a fixed rate. 


The experience which has been gained since 
the closing of the Indian mints supports the be¬ 
lief that this result will be attained. From the 
nature of the case, the demand for rupee currency 
increases every year ; there is no evidence that 
large quantities of rupees that were formerly 
hoarded have been thrown into circulation since 
the mints were closed ; the exchange has risen 
steadily since 1894-95, and the rupee is now actu¬ 
ally exchangeable for gold at the rate of Is. 4 d.; 
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while the demand for additional currency has been 
so great that over 2,370,000 l. in gold has been 
paid to the Indian Treasury for the purchase of 
silver rupees. 

The forces which affect the gold value of the 
rupee are complicated and obscure in their mode 
of operation, and we are unable, therefore, to say 
positively that the mere closing of the mints to 
silver will, in practice, lead to such a limitation 
of the rupee currency, relatively to the demands 
for it, as will make the rupee permanently ex¬ 
changeable for gold at a fixed rate ; but we have 
no hesitation in expressing the opinion that the 
experience of the last few years, so far as it goes, 
indicates that this result is attainable —if, indeed, 
it has not already been attained. 

59. The position of the currency question in 
Government ehould India being such ae we have 
not undertake a legal explained in the preceding 
obligation to give gold pargraph, we do not consider 
for rupees. it necessar y to recommend a 

different policy in the case of that country from 
that which is found sufficient in France and the 
United States, by imposing a legal obligation on 
the Government of India to give gold for rupees, 
or, in other words, to substitute the former for 
the latter on the demand of the holders. This 
obligation would impose on the Government of 
India a liability to find gold at a moment’s notice 
to an amount which cannot be defined beforehand, 
and the liability is one which, in our opinion, ought 
not to be accepted. 
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Although the Government of India should not 
in our opinion, be bound by 

be G fr 1 eely e ’ava , iIabt°for laW . to P art . with ita g old . in 

foreign remittances. exchange for rupees, or for 
merely internal purposes, we 
regard it as the principal use of a gold reserve 
that it should be freely available for foreign re¬ 
mittances whenever the exchange falls below 
specie point ; and the Government of India should 
make its gold available for this purpose, when 
necessary, under such conditions as the circum¬ 
stance of the time may render desirable. For 
example, the Government of India might, if the 
exchange showed a tendency to fall below specie 
point, remit to England a portion of the gold 
which it may hold—a corresponding reduction be¬ 
ing mado in the drawing of the Secretary of 
State ; and when it has accumulated a sufficient 
gold reserve, and so long as gold is available in 
its Treasury, it might discharge its obligations in 
India in gold, instead of in rupees. 

60. The exclusive right to coin fresh rupees 

must remain vested in the 
Profits on the coinage ^ £ T j- j 

of rujees. Government of India ; and 

though the existing stock of 
rupees may suffice for some time, regulations will 
ultimately be needed for providing such additions 
to the silver currency as may, prove necessary. 
The Government should continue to give rupees 
for gold, but fresh rupees should not be coined 
until the proportion of gold in the currency is 
found to exceed the requirements of the public. 
We also recommend that any profit on the coinage 
of rupees should not be credited to the revenue 
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or held as a portion of the ordinary balance cf the 
Government of India but should be kept in gold 
as a special reserve, entirely apart from the 
Paper Currency Reserve and the ordinary Trea¬ 
sury balances. 

XYII 

Despatch from the Secretary of State for 
India, No. 140 (Financial), dated the 25th July t 
1899. 

6. Her Majesty’s Government have given 
to this report * the careful consideration which 
its great importance deserved ; they are impress¬ 
ed by the array of arguments and facts embodied 
in it ; and they have come to the conclusion that 
it is advisable to accept generally and act upon 
the principles which it recommends. 

7. I have therefore decided in Council that 
the policy of keeping the Indian Mints closed to 
the unrestricted coinage of silver shall be main¬ 
tained ; and I request that you will, as soon as 
you may deem it expedient, take the necessary 
steps to make the British sovereign a legal tender 
and a current coin, and that you will make 
preparations for the coinage of gold under the 
conditions suggested by the Committee. As 
regards the permanent ratio which the rupee 
should bear to the sovereign, after carefully 
weighing the arguments of those who are in 
favour of a lower rate than that which now 
obtains, I have no hesitation in, accepting the 
view of the majority, who recommend an ex- 

* Beport of the Fowler Committee, 1898. 
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change rate of 16 pence per rupee, or 15 rupees 
to the sovereign, and in this opinion I am con¬ 
fident that your Excellency’s Government, 
especially after the experience of the last eighteen 
months, will be disposed to concur. 

8. I am also in accord with the Committee 
as to the general principles by which your 
Government should be guided in the management 
of your gold reserves in the absence of a legal 
obligation to give gold in exchange for rupees, 
namely, that you should make it freely available 
for foreign remittances whenever exchange 
falls below specie point, under such conditions 
as the circumstances of the time may render 

desirable. - 

XVIII. 

Despatch to the Secretary of State for India, 
No. 301, dated 24th August, 1899. 

8. We note with great satisfaction that the 
Committee and Your Lordship are agreed that 
we should not accept any legal obligation 
to give gold in exchange for rupees. To 
undertake any such obligation at this 
stage would involve borrowing an indefite 
amount of gold for the purpose of convertibility, 
and to such a course there are the strongest and 
most obvious objections. Moreover, a stock of 
gold acquired for this object would be watched 
with excessive anxiety, and any shrinkage in its 
amount would be likely to foster apprehension, 
if not panic. At the same time we hasten to add 
that we must aim at the attainment, with the 
least avoidable delay, of practical convertibility, 
Such as exists in France. 
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9. We also concur in the determination that 
the rupee shall remain full legal tender as at 
present. It is not likely that gold will ever 
penetrate freely into the country, or be used 
except in the larger centres and to some extent 
along the railways, since gold coins represent too 
great a value for ordinary transactions, which 
will, in the main, continue to be carried out by 
the use of silver. Gold, in our opinion, will 
remain a marginal currency. Any restriction on 
the use as legal tender of the rupee would, more¬ 
over, be an unnecessary and arbitrary inter¬ 
ference with tho habits of tho native population. 
The closing of the Mints, ossential as that 
measure was, has had a certain depressing effect 
upon that metal which forms the favourite in¬ 
vestment of the savings of the people ; and any 
semblanco of hostility to silver should, in our 
opinion, be rigorously avoided. We do not 
anticipate any more inconvenience under such 
conditions than has been felt in Franco from the 
maintenance of the full legal tender value of a 
mass of silver currency which is probably equal 
to tho dimensions of our rupee currency. 

10. The question of making our gold reserve 
freely available for foreign remittance is one in 
which the Indian business community is keenly 
interested- It is a question that touches them 
more nearly than any other connected with the 
currency, and hence it is that they have given 
such a large measure of approval to proposals 
for establishing a fund to be specially kept avail¬ 
able for foreign remittances. But, though we 
oould not consent to such propsals, we have the 
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strongest opinion that our gold reserve should be 
available for foreign remittances, and that the 
natural and proper function of gold, when the 
standard is established, will be to flow in and out 
of the country in response to the seasonal 
demands of trade, and so to impart elasticity to 
our currency. After the gold standard has been 
firmly established, the inflow and outflow of gold 
will be automatic ; but at the beginning of the 
new system the particular manner in which the 
gold reserve may bo drawn upon for the purpose 
of securing stability in exchange must be con¬ 
sidered and determined in the light of circumst¬ 
ances as they may arise. Probably, for some time 
to come, the only method to be employed will be to 
remit gold to Your Lordship when exchange shows 
a tendency to fall below specie point, and to reduce 
the drawing of Council bills by an equivalent sum. 
We may also proceed in time to discharge 
obligations in gold, or to pay certain classes of 
currency notes in gold, and gold so paid would 
reach the Banks and be made available for 
foreign remittance. 


XIX. 

Extract from “ Ricardo's Exchange Remedy " 
by A. M, Lindsay , published in 1892, 
Towards the beginning of the present cen¬ 
tury trade in England was 
disturbed by the want of fixity 
in the foreign exchanges. 
In »810 the Bullion 
Committee was “appointed to 
enquire into the cause of the 
high price of gold bullion, and to take into con- 


■ Depreciation of Bank 
,of England notes in the 
Restriction period and 
Ricardo's pW for se¬ 
curing a stable ex¬ 
change. 
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sideration the state of the circulating medium! 
and of the exchanges between Great Britian and 
foreign parts,” The result of this investigation 
will be found to correspond with the conclusion 
arrived at by the late Boyal Commission regard¬ 
ing the cause of the high price of gold bullion in 
India and the fall in the gold value of the Indian 
currency and other silver. The Bullion Commit¬ 
tee held that the high price of bullion and low 
state of the Continental exchanges in those days 
arose from the suspension of the conversion of 
the circulating medium into gold. The members 
of the Boyal Commission were unanimously of 
opinion that the bimetallic system, when in force, 
“ kept the market price of silver approximately 
fixed,” and they held that the low and the uncer¬ 
tain state of the Indian exchange is primarily 
attributable to the fact that silver can no longer 
be converted on demand into bimetallic money, 
which was equivalent to gold. The cause of the 
evil in both cases was the suspension of conver¬ 
tibility into gold. The convertibility in the one 
case was direct, in the other indirect, but none 
the less effective. The Boyal Commission came 
to no agreement with regard to a remedy, where¬ 
as the Bullion Committee reported unanimously 
that the only adequate remedy was to make the 
currency convertible on demand into gold. The 
currency at that time was based on inconvertible 
notes of the Bank of England, and Mr. Bicardo 
suggested that convertibility into gold to the 
extent necessary to give stability to t,J>e foreign 
exchanges might be secured, and all' legitimate 
requirements met, by the simple and economical 
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•expedient of arranging that the Bank of England 
should sell its paper money at a fixed gold price 
and buy back the notes when desired at 1£ per 
cent, below that price, the gold employed to be 
in the shape of gold bars or any other form that 
would prevent its being used as a medium of 
local payment. He said a currency is in its most 
perfect state when it consists of cheap material, 
of an equal value with the gold which it professes 

to represent.and he added that a currency of 

this description might be equally well issued by a 
Government as by a Bank. 

This proposition of Mr. Ricardo was recom¬ 
mended by the Committee of 
Success of Ricardo’s the House of Lords and 
fi? n indJ t3 8Ultablllty Commons appointed in 1819 
to consider the expediency of 
the Bank of England resuming gold payments, 
and was afterwards adopted on a temporary 
footing in the Bill for their resumptiun, intro¬ 
duced by Sir Robert Peel. From 1st February 
1820, to 1st May 1823, the value of the English 
currency was raised gradually and successfully 
from its degraded position to the old fixed stan¬ 
dard of £3 17s. 10kd. paper money to the ounce 
of gold, by making the notes convertible into 
gold bars, that could not be used in the internal 
circulation. This short trial is the only one ever 
given to Ricardo’s scheme, and it passed through 
the ordeal satisfactorily. The arrangement 
appears to be in every respect a suitable prece¬ 
dent for the Government of India to follow, as a 
temporary expedient at all events ; and it is the 




INDIAN CURRENCY 


7$ 

duty of the Indian authorities to consider care¬ 
fully whether this scheme of currency, which was 
devised by our greatest currency authority, not 
merely as a temporary remedy but as a 
permanent measure of reform, should not be 
adopted in India on a permanent footing. 
The reasons that induced Sir Eobert 
Peel to prefer Lord Overstone’s standard coin 
scheme to Mr. Eicardo’s standard bar plan, as a 
permanent arrangement, were explained in his 
speech to the House of Commons on the 6th May, 
1844. They will be found to be inapplicable as 
objections to the adoption of the latter scheme 
in India. He said, “ it would be quite consistent 

with the principle of the metallic standard. 

to dispense with gold coins altogether and regu¬ 
late the amount and value of paper currency by 
making it convertible only, according to the pro¬ 
posal of Mr. Eicardo, into gold bullion of a given 

amount. There is no doubt some expense in 

the maintenance of the metallic circulation, but 
none in my opinion sufficient to countervail the 
advantage of having gold coin generally distri¬ 
buted throughout tho country accessible to all... 
...The most effectual measure for promoting con¬ 
fidence in the paper circulation of the country is 
to require that tho gold coin shall bo in general 
use for small payments.” These objections have 
little weight now-a-days. On the one hand, 
experience has shown that gold coins in pockets 
Or tills are of no use as a support to a note or a 
token coin system. They are not available as a 
reserve, as they are not get-at-able at times of an 
internal or a foreign drain. On the other hand/ 
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the question of a scarcity of gold has assumed 
great importance. The Royal Commission, in 
rejecting a modification of Ricardo’s scheme sub¬ 
mitted by Professor Marshall, did not repeat Sir 
Robert Peel’s objections. All they said was that 
the disuse of gold coins involved too great an 
alteration in our system of currency. It will be 
generally admitted, I think, that whatever force 
the objections made by Sir Robert Peel and the 
late Royal Commission may have with regard to 
the adoption of the scheme in England, they are 
inapplicable to the proposed introduction of the 
system into India. Gold coins aro not used 
there, and the acceptability of the silver coins 
now in use will be disturbed rather than pro¬ 
moted if they have to compote with gold coins 
for public favour. In Europe, where paper 
money is popular, thoro is loss reason to prefer 
gold coins ; but in India where notes are little 
used and legal tender coin is largely hoarded, 
portable and full value coins would be apt to 
displaco and discredit cumbrous coins bearing 
extrinsic value. 

In applying Ricardo’s proposals to India 
little modification is necess- 
Detaila of the scheme ar y either of 4 the proposals or 
of Indian currency arrange- 
ments. The only change in 
the proposes will be the substitution of sterling 
money for gold bars, and rupees for paper money. 
In India the currency mediums now in use will 
continue to be employed, and the alteration in. 
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the conditions under which they circulate will be 
felt by the general community as little as the 
motion of the earth on its axis. When addition¬ 
al currency is required in India at present, it is 
obtained from Government in two ways. Coun¬ 
cil drafts are purchased at the Bank of England, 
or silver bullion is imported, which can be coined 
at a small charge at the Indian mints. In order 
to carry out Ricardo’s proposals, this open coin¬ 
age of silver will be stopped and fresh rupees 
will be obtainable only by purchase of Council 
drafts. This arrangement will increase the 
demand for these drafts ; and the Bank of 
England, instead of selling them at rates that 
fall in accordance with the sterling prioe of silver 
bullion, will sell them freely to all applicants at 
a fixed sterling rate, sufficiently high to enable 
the Indian mints to coin rupees at a profit to 
meet the Council bills. The Bank of England 
will, thus, on behalf of the Secretary of State, 
have the monopoly of the sale of Indian currency 
at a profitable sterling price, and all that is 
asked in return is that it will engage to buy back, 
when desired, at Id. below that price, any rupees 
that have been overissued and are tendered for 
reconversion into sterling up to the limit here¬ 
after specified.. 

“ If free coinage in the United States or 
any other cause should raise 
An objection answered, the gold price of silver above 
the rate adopted in India, the 
Government would be forced to issue rupees at a 
loss.” 
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This objection is met by the stipulation in 
the scheme that the rate adopted in India for 
the issue of rupees shall be one profitable J to 
Government. If the gold price of silver should 
rise above the Indian rate, it will be necessary to 
fix upon a fresh sterling price for the issue of 
rupees. This change would cause an unfortunate 
fluctuation in exchange ; but this fluctuation 
would be greater under the present system, and 
one fluctuation is less injurious than many.” 


XX. 


Extract from the evidence given by Mr. A. M . 
Lindsay before the Indian Currency Com¬ 
mittee of 1899. 


3588. What are your objections to having 
A . . ,, gold coins in circulation ? 

1 g ° ld One objection is to prevent 
hoarding. What are the- 

others ?—Expense. 


3589. There is a certain saving which 
accrues to the Government, and to the community, 
and not to the individual. (Mr. Harmbro) At a 
loss to the individual. 


3590. (Sir D. Barbour). It is a loss if ha 
has ever to deal with the coin at its intrinsic 
value, otherwise there is no loss. Then do you 
think that the absorption of gold in India might 
go so far as to enhance the value of that metal 
seriously to appreciate it ?—You mean if gold 
coins were introduped ? 

3591. Yes ?-—JL look for an enormous 
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circulation of gold coins in India if the natives 
have the opportunity of using them. 

3592. You look to an enromous circulation ?— 
An enormous circulation for this reason : India 
is entirely exceptional in this respect, that the 
natives will not use paper money, not because 
they have not large payments to make, but 
simply from an inherited dislike of paper 
currency ; and for that reason there would be 
a large demand for the gold coins if they were 
made legal tender. 

3593. Do you think this would , under the 
circumstances, lead to an injurious appreciation 
of the standard of value ?—I think, myself, that 
the two uses of gold combined, for hoarding and 

for internal circulation-would be so enormous 

that it would create a serious disturbance in the 
London money market. 

3594. I did not ask what the effect on the 

money market would be, but whether the state 
of things you describe might seriously appreciate 
the standard of value ; that is cause a very in¬ 
jurious fall in prices ?-A large demand for 

gold would tend to create a fresh fall in gold 
prices. 

3595. You think it might cause a very 

injurious fall in prices ?-1 think it is a risk 

that India should not run into with a large gold 
debt. 

3596. Then you think that the risk of 

appreciation is a serious one ?-It is consider¬ 

able. It is very difficult to say how far gold 
might appreciate, but I think it is a risk that a 
wise government would avoid. 
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3697. Of course the Government of India 
could not prevent other nations from adopting a 

gold standard ?-.The Government of India 

could not prevent other nations from adopting 
a gold currency, but I think if it establishes 
a currency on this footing you will find a great 
many countries would imitate her. 

3598. Most of them have established, or 
nominally established a gold currency already ? 
-Still there are a great many that have in¬ 
convertible paper, countries such as Brazil and 
others, and they would find it easy to follow 
the example of India. I believe also that a 
number of other countries, which at present find 
a difficulty in maintaining a gold currency would 
follow the example of India, and find it easy 
to maintain a gold standard. 

, 3599. On our system ?-On a system 

similar to this. I think that the example of 
India would be beneficial all round. 

3600. 1 dare say you are aware in Bussia 
they have gone to the very opposite of your 
system ; I do not say that they are right, but in 
Bussia paper is very popular, and the people 
do not want to take gold. But I understand the 
Bussian Government is forcing them now to 
take gold instead of paper ?— So I understand, 
and I think that is a mistake on the part of 
the Government. 

3601. Can you give any instance previous 
to the present time of any country establishing 
a gold standard and positively taking measures 
to prevent the people obtaining gold for oireula- 
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tion ?—It was done in Scotland, and it was 
recommended to be done in Ireland. The system 
• prevails very much in Holland at present. 

3602. In Scotland was there any objection 
to gold circulating at the time the scheme was 
introduced there ?—The bank notes were made 
convertible into drafts on London instead of 
into gold coins, for the sake of economy. 

3603. But have you ever heard of a 
nation introducing a gold standard, and at the 
same time taking steps to prevent the people 
from having gold coins ?—In Holland, at the 
present moment, they discourage the use of gold 
for internal purposes as much as possible, but 
they do not actually prohibit it. In Canada, 
little gold coin is used, and the West Indies have 
a gold standard without using gold coins; but 
these instances do not quite meet your question. 

My reply would be that if it has not been done 
up to the present, it has been recommended by 
the highest authorities. 

3604. And if it is a good thing, there is no 
reason why it should not be done ?—Quite so. 


XXI. 

Extract from the evidence given by Professor 
Alfred Marshall before the Indian Currency 
Committee of 1898. 


11,792. Would you wish to add anything 
on the question whether a 

cbanssTon the export'tradel depreciating currency gives 
a bonus to any of those 
engaged in producing for export ?—The influence 
relatively depreciating currency upon the 
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position of the exporter has been the subject of 
a very long controversy in which I have taken 
a somewhat lengthy part, as a good deal "of my 
evidence before the Gold and Silver Commission 
bore upon that subject. I find that those who 
think that a relatively depreciating currency 
gives a bounty to the export trade, generally 
quote in support of their conclusion facts which 
I should not dream of calling in question, and, 
I think it may be well to state what seem 
to me to be matters common to both sides, 
matters which are not in dispute. The dispute 
is whether from these facts it follows that a 
depreciating currency gives a bounty to tno 
export trade. It is common ground that, if the 
price at which an exporter sells his goods' in 
foreign markets be taken as fixed, then a fall 
in the value of his own currency, relatively to. 
foreign currency, of one per cent, increases his 
gross currency receipts by one per cent., and is 
likely to increase his profits in a much larger 
proportion, or to turn a loss into a profit. 
Expert witnesses have been called, and numerous 
expert writings have been written by people 
making a point of the fact that they are actually 
engaged in trade, and in a position to prove that 
this is the experience of practical life, b«t 
really no experience is needed : the result follows 
from an elementary application of the first rules 
of arithmetic : and it has never, so far as I am 
aware, been doubted dy any person in the world* 
It is common ground also that, if the currency 
in India is rising in value, while that in, say* 
China, is falling in value, then the employers in 
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India having to pay relatively increased fixed 
charges, salaries, wages &c., may be complaining 
of hard times, while the employers in China are 
making good profits. This will, perhaps, be ex¬ 
pressed by saying that currency changes are 
giving an advantage, or a premium, or a bounty, 
to the Chinese employers as compared with the 
Indian. If these employers in India are produc¬ 
ing for export to foreign countries, they may be 
described as exporters ; and it may be said then 
that the Chinese exporters have a bounty in 
comparison with the Indian exporters. But this 
appears to me to be an incorrect way of express¬ 
ing an undoubted fact: for, first, the gain of the 
Chinese employer is independent of the accident 
that his goods are exported; and secondly, it is 
at the expense partly of the creditors who are 
financing his export industry, but mainly of the 
employees in it. Now if one says that the export 
trade of a country is conterminous with the under¬ 
takers of business enterprise, who are generally 
employers, and that anything that benefits the 
employers is a bounty on the export industry, 
then the proposition may be conceded. But, as 
I hold that the creditors who finance an industry 
that produces for export have some share in the 
export trade, and that the employees who make 
the thing for export have a very large share— 
quite as large a share as the undertaker—hold¬ 
ing that I do not admit the proposition. If the 
statement is that a depreciating currency gives 
a bounty to the employer who is producing for 
export, I admit it; only, I add, the bounty is 
just the same, and at the expense of just the 
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same people, as that which he would get from a 
depreciating currency if he were producing for 
his home market, and not for export. Again, it 
is common ground also that, when a country 
lends capital or returns any of its borrowings, or 
increases its payment of foreign dues (for example 
increased sales of Council bills), or has increased 
its imports above their wont, then there is an 
increased demand for exporters’ bills; that this 
is necessarily accompained by a fall in the value 
of that country’s currency relatively to foreign 
countries, causes a stimulus to exports, and in¬ 
creases, for the time, the profits of exporters. 
But all this does not go to show that a depreciated 
currency is a bounty to exporters in the way of 
causing an increase of exports relatively to imports. 
On the contrary, any stimulous to exports rela¬ 
tively to imports which is not accompained by 
lending to foreign countries, or returning loans, 
must necessarily be followed and compensated, by 
an exactly equal falling off of exports relatively to 
imports. For it causes an excess of exporters’ 
bills, and that gives at once a bounty to imports. 
If the bounty is not sufficient, the discount on 
exporters’ bills rises, and therefore, the bounty 
on imports rises, until precious metals or other 

goods come in .If gold prices have remained 

stationary, while the rupee has depreciated 10 
per cent, in terms of commodities, then the 
employer in India is better off than English 
employers. He gets 10 per cent, more rupees 
for his produce, whether he sells at home or 
abroad: he has to pay but few more rupees in 
wages, since wages have not risen fast; and so 
he gets higher profits whether he sells at home 
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abrbad. Most of his sales are, in faet, to gold 
Countries; so he regards as a benefit arising from 
the exchange and accruing to the trade what is 
teally a benefit arising through the depreciation 
of the currency and going to the employer chiefly, 
but being taken from the employee. 


XXII. 


Extract from the Report of the Indian Currency 
Commission , 1914 . 

44. It will be clear from the above summary 


The Indian Currency 
system as it exists at 
present. 


that the measures taken to 
maintain the exchange value 
of the rupee have been, to 
use the words of our refe¬ 


rence, less in pursuance of the recommendations 
of the Committee of 1898 than supplementary to 
them. As already pointed out, the Indian autho¬ 
rities duly carried out the recommendations of 
the Committee to make the sovereign legal tender 
in India, and to establish a Gold Keserve. But 
their first efforts to force the sovereign into circu¬ 
lation having failed, they abandoned the attempt 
actively to encourage the circulation of a gold 
currency in India, and, as a corollary of this 
change of tactics, they kept the gold Bevenue in 
London for use in support of exchange. 

45. The investment of the Gold Standard 


Government's inabili- Reserve in securities in Lon- 
ty to carry out the don, the dropping of the 
recommendations of the scheme for a gold mint in 

fbT le ado C °t?oo iU of the Indis > the P raotioe of selliDg 
Lindsay°s6heme- ° * Council Drafts at something 

below gold point against the 
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branch of Gold Standard Reserve, the diversion in 
1907 of money from the Reserve for capital ex¬ 
penditure and its use in 1908 for meeting the 
drafts sold by the Government of India on Lon¬ 
don to private traders, are all examples of diver¬ 
gences from the scheme adumbrated by the Com¬ 
mittee. Thus, in spite of the fact that the Go¬ 
vernment adopted and intended to carry out the 
recommendations of the Committee of 1898, the 
Indian currency system to-day differs considerably 
from that contemplated by the Committee, whilst 
the mechanism for maintaining oxchange has 
somo important features in common with the 
suggestions made to the Committee by Mr. A. M. 
Lindsay. The system actually in operation has 
accordingly never been deliberately adopted as a 
consistent whole, nor do the authorities them¬ 
selves appear always to have had a clear idea of 
the final object to be attained. To a great extent 
this system is the result of a series of experi¬ 
ments. 

46. But to state this is by no means to con¬ 
demn the action taken or the system actually in 
force. Indeed, it is fairly certain that a too 
rigid adherence by the authorities since 1899 to any 
one preconceived course would have had unfortu¬ 
nate results. The experience gained from Indian 
experiments in currency from 1893 onwards, and 
the experience of British Colonies, such as the 
Straits Settlements, and of other countries, such 
as the Philippines, which have followed the Indian 
example, have thrown much new light on the 
working of currency laws. It is possible, looking 
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back on events in the light of this experience, to- 
see that the present Indian system has close affi¬ 
nities with other currency systems in some of the 
great European countries and elsewhere, but it 
was universally believed in 1893 and 1899 that 
what was being done in India was an entirely new 
experiment. This being so, the Indian authori¬ 
ties exercised a natural discretion in interpreting 
the recommendations of the Committee of J898. 


47. But it is desirable that, in the light of 
experience gained since 1898, 
Principles which an attempt should now be 
currency polfcy. “ ^ made to review and restate 
the principles which should- 
guide the authorities responsible for the Indian 
currency system. Although the first efforts ac¬ 
tively to encourage the use of gold in circulation 
in India proved a failure and have not been re¬ 
peated, many people in India still regard the re¬ 
commendations of the Committee of 1898 as lay¬ 
ing down the principles on which the currency sys¬ 
tem should continue to be developed. We have 
had it in evidence from one of the non-official' 


withness (Q. 3977) that he personally does what 
he can to encourage the people with whom he 
comes in contact to use sovereigns rather than 
rupees, and the evidence which we have received 
shows the existence of a widespread belief, both 
in official and in unofficial circles, that a gold cur¬ 
rency in active circulation is the final goal to be 
aimed at. 


48. The crisis of 1907-8 was the first great 


The crises of 1907-08. 


test to which the Indian 
currency system, as developed^ 
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since the date of the Report of the Com¬ 
mittee of 1898, was put, and tho arrangements 
made for maintaining the exchange value of the 
rupee stood the test well. The sudden fall of ex¬ 
change to Is. 3|;]d. in Calcutta in November, 1907 
was due, not to any insufficiency in the sterling 
resources of the Government, but to a temporary 
failure to utilise those resources properly. No 
one in either official or unofficial circles had any 
experience of the machinery required for meeting 
the crisis, nor had any plans been fully worked 
out in advance for dealing with such a crisis. As 
may be seen from the interim report of the Indian 
Railway Committee of 1907 already quoted, the 
India Office apparently believed that the sole, or 
at any rate the main purpose of the Gold Stan¬ 
dard Reserve was to meet the requirements of the 
Secretary of State in London when Council Drafts 
could not be sold, while the Government of India 
made the mistake of refusing to give gold from 
the Paper Currency Reserve for export, though 
allowing their gold to be drained away for inter¬ 
nal uses. Both authorities thus failed to recog¬ 
nise the wisdom of the recommendations of the 
Committee of 1898 that the principal use of a 
gold reserve is that it should be freely available 
for foreign remittances whenever the exchange 
falls below specie point. But it is fair to add that 
the Committee of 1898 themselves seem to have 
believed that a cessation of the sale of the Council 
drafts, combined with the use of funds from the 
Gold Standard Reserve for meeting the require¬ 
ments of the Secretary of State in London, would 
suffice to maintain exchange, without any provi- 
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sion of gold by the Government for private export. 

49 . These mistaken ideas were, however, 
very quickly, rectified in practice, and the steps 
taken to restore and maintain exchange proved 
.adequate. It is easy to see after the event that 
in this or that point a mistake was made, but, 
regard being had to the difficulties and the no¬ 
velty of the circumstances, the final success achiev¬ 
ed by the Indian authorities both in India and 
in this country must be recognised as a proof of the 
soundness of the currency scheme itself and of the 
measures ultimately taken for meeting the crisis. 

50. The first lesson to be learnt from the 

experience of the last fifteen 
lesions taught by years is that the Indian 
the crisis. currency system has not 

developed on the lines of 
the system adumbrated by the Committee of 
1898, viz., a gold standard based on a gold cur¬ 
rency in active circulation, such as the system in 
the United Kingdom is commonly held to be. On 
the contrary, it was proved in the crisis of 1907-8 
that the gold in circulation in India was of very 
little value for maintaining the exchange, The 
Indian system, as the crisis of 1907-8 revealed it, 
is, as we have said, more like the system advocat¬ 
ed by Mr. A. M. Lindsay in 1898, viz., a gold 
standard supported by gold in reserve, with a 
Currency for internal use composed mainly of 
rupees and notes. The chief difference between Mr. 
Lindsay’s system and the present system is that, 
instead of the reserve depending mainly on the 
power to borrow in.a crisis, an actual reserve of 
gold or sterling assets has* been provided. 
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51. Experience has further shown that, 
though in origin and machinery, the Indian 
currency system, based on what is now known 
as the gold exchange standard, is different 
from the currency systems of such coun¬ 
tries as Russia, Holland, Japan, or Austria- 
Hungry, yet in actual practice these latter systems* 
are not very different from that of India. In 
these countries, as in India, gold actually in cir¬ 
culation is of secondary importance, and the in¬ 
ternal medium of circulation, whether it be a 
silver coin or a paper note, depends for its value- 
in exchange, not on its own intrinsic worth, but 
on the maintenance in reserve of gold or resour¬ 
ces readily convertible into gold, and in the case 
of Russia and Japan, at any rate, large portions 
of the gold resources are held not at home but in 
London, J?aris, and other monetary centres, just 
as India’s Gold Standard Reserve is held in 
London. 

52. A third lesson which the crisis of 1907-8 
teaches is the desirability of formulating in ad¬ 
vance and giving publicity to the policy which it 
is intended to pursue in a crisis. It is almost as 
important that the general public should have 
confidence in the determination of the Govern¬ 
ment effectively to use their resources to maintain 
the rupee at Is. 4 d., as it is that the Government- 
should have the necessary resources for so doing. 
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(c). Conclusions. 

74. We have already stated that it is not to 

. India’s interest that further 
wasteful currency 18 efforts should be made to en¬ 
courage the circulation of 
gold as currency. We regard gold in circulation 
as wasteful, and we think that India should be 
encouraged to develop economical habits in matters 
of currency. In dealing with the paper currency 
system of India we shall make some suggestions in 
this direction, and any improvements in the bank¬ 
ing facilities of India which tend to discourage the 
wasteful habit of hoarding the precious metals 
will be of great value to India. But while edu¬ 
cating the people in the use of more economical 
forms of currency, it is important that the Gov¬ 
ernment should continue to act on the principle 
of giving the people the forms of currency for 
which they ask. We recognise that for many 
years to come a metallic currency will be the only 
suitable one for the vast majority of transactions 
in India, where over 90 per cent, of the people are 
illiterate and cannot be expected to use paper 
notes or cheques to any considerable extent. 

75. There will still be opportunities for the 
use of gold coins rather than rupees in circum¬ 
stances in which notes are not suitable and rupees 
are inconveniently cumbrous, and there will neces¬ 
sarily remain for a long period a considerable 
•demand for gold coins for hoards of all kinds until 
the habit of banking takes the place of the hoard¬ 
ing habit as a means of securing and increasing 
savings. The line between gold in hoards and in 
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circulation is an indefinable one, and the hoarding 
habit is sanctioned by the experience of 
centuries in India and by religious and 
social laws and customs, with which the Govern¬ 
ment of India have neither inclination nor power 
to interfere. Any attempt to refuse gold to 
meet these legitimate demands would be unjust 
and foredoomed to failure, and could only cause 
alarm and instability. The proper line of advance 
consists not in actively discouraging the use of gold 
for currency but in encouraging the use of notes. 

76. To sum up, our view is that India 
neither demands nor requires gold coins to any 
considerable extent for purposes of circulation (as 
opposed to saving or hoarding), that the most 
generally suitable media of internal circulation 
in India are at present rupees and notes, 
and that the Government should, as oppor¬ 
tunity may offer, encourage notes, while 
providing—and this is the cardinal feature of the 
whole system—absolute security for the converti¬ 
bility into sterling of so much of the internal 
currency as may at any moment be required for 
the settlement of India’s external obligations. 

XXIII. 

Extract from the Bejport of the Indian Currency 
Committee , 1920. 

Rate Recommended. 

59. We have now arrived at the following 
conclusions:— . 

(1) The object should be to restore stability 
to the rupee, and to re-establish the automatic 
working of the currency system at as early a date 
as practicable. 
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(2) . The stable relation to be established 
should be with gold and not with sterting. 

(3) . The gold equivalent of the rupee should 
be sufficiently high to give assurance, so far as is 
practicable, that the rupee, while retaining its 
present weight and fineness, will remain a token 
coin, or in other words, that the bullion value of 
the silver it contains will not exceed its exchange 
value. After most careful consideration we are 
unanimous (with the exception of one of our 
members who signs a separate report) in recom¬ 
mending that stable relation to be established 
between the rupee and gold should be at the rate 
of ten rupees to one sovereign, or in other words 
at the rate of one rupee to 11*300016 grains of 
fine gold, both for foreign exchange and for 
internal circulation. While some of our number 
would have preferred that the rate to be adopted 
should be nearer to that which has been in force 
for the last 20 years, we all recognise that no 
lower rate will attain the objects which we find 
to be indispensable. Our recommendation accords 
with the views expressed by the Government of 
India after they had taken account of the changes 
in the situation since the preparation of their 
original proposals. They strongly support the 
establishment of fixed relation between the rupee 
and gold, and the adoption of the rate of ten 
rupees to one sovereign, and they express the 
view that this solution “ combines a more real 
stability with maximum possible assurance of 
convertibility, and has, in fact, all the elements 
of a completely satisfactory permanent system.” 

We believe, as we have already stated (para. 
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43), that strong forces will come into operation 
to prevent the price of silver rising to a point 
which will cause the bullion value of the rupee to 
exceed 2 s. (gold). If, however, contrary to our 
expectation, the price of silver should rise for 
more than a brief period to such a point, the 
situation should be met by all other available 
means rather thaD by impairing the convertibility 
of the note issue. In the event of such a rise in 
the price of silver, the Government might diminish 
the demands upon them for currency by reducing 
as far as possible the sale of Council bills, relying 
on the free import of gold and silver which we 
recommend to provide alternative means of re¬ 
mittance. They would naturally endeavour to 
meet the demands for metallic currency by the 
use of gold, and abstain as far as possible from 
purchasing silver. If, in their judgment, it should 
be absolutely necessary to purchase silver, they 
should be prepared to purchase even at a price 
such that rupees would be coined at a loss. 

The principal steps for giving effect to our 
recommendations are (1) a notification changing 
the present acquisition rate for imported gold and 
fixing it at the rate of Rs. 10 to the sovereign, 
(2) an amendment of the Indian Paper Currency 
Act and Indian Coinage Act, so as to make the 
sovereign legal tender for Rs. 10 instead of for 
Rs. 15, and (3) the withdrawal of the existing 
undertaking to give Rs, 15 for a sovereign. 



PAPER CURRENCY. 

Government paper currency took the 
place of the notes issued by banks in India 
under Act XIX of 1861, which took effect 
from March 1, 1862. In their despatch to 
the Secretary of State, dated April 27, 1859, 
the Government of India supported the 
proposal of their Financial Secretary regard¬ 
ing the issue of a Government paper currency 
in India (XXIY). They pointed out that a 
Government paper currency would be advant¬ 
ageous to the public and to the Government, 
though the proposal involved serious risks. 
The Secretary of State, however, thought 
that the time had not yet come for the 
introduction of such a measure (XXY). 
The country was beginning to settle down 
after the Mutiny and the money market was 
still very sensitive. 

The Right Hon’ble James Wilson, who 
arrived in India in 1859, submitted his pro¬ 
posals respecting a paper currency in a 
Minute dated December 25, 1859, (XXYI). 
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Wilson recognised that paper currency 
issued by Government only could be 
universally current in India and made 
a legal tender. As regards the main¬ 
tenance of convertibility, Wilson, who 
advocated the banking principle, proposed that 
the metallic reserve should not be less than 
one-third of the circulation; he was not in 
favour of rigidly fixing the amount of the 
fiduciary circulation, as was done by the Bank 
Act of 1844 for the Bank of England notes. 
The Secretary of State (Sir Charles Wood), 
however, was convinced of the soundness 
of the currency principle, and in paragraph 
13 of his despatch to the Government of 
India, dated March 26, 1860, he stated 

that “ The sound principle for regulating 
the issue of a paper circulation is that 
which was enforced on the Bank of Eng¬ 
land by the Act of 1844 .” 

(XXVII). The Indian Paper Currency Act of 
1861 embodied this principle. The invested 
portion of the Paper Currency Reserve was 
limited to 4 crores of rupees; the interest on 
securities was to be credited to general 
revenues. Rs. 10 was theUowest denomina¬ 
tion ; notes were to be legal tender in their 
circles for all payments except by Govern¬ 
ment at offices and agencies of issue. 

The fiduciary circulation was gradually 
increased by Acts of the Governor-General’^ 
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Council from 4 crores in 1861 to 14 crores 
in 1912, at which figure it stood in 1914. 
The 5 rupee note was made a* universal legal 
tender in British India, except Burma, in 
1903, and the Burmese limitation was 
removed in 1909. In 1910 power was taken 
to make tbe notes universal legal tender 
throughout India and encashable as of right 
at the head offices of each of the (seven) 
circles of issue. Under this power notes of 
Bs. 10 and 50 were universalised in 1910, 
and notes of Bs. 100 in 1911. Most of the 
Government Treasuries freely encash notes, 
though not obliged to do so. 

[Some degree of elasticity was imparted 
to Indian currency by the Act II of 1898 
which permitted the issue of notes in India 
against gold deposited in the Bank of 
England as part of the Indian Paper Currency 
Beserve. The object of this measure was 
to enable the Government to quickly expand 
the currency in a time of monetary strin¬ 
gency. But in order to make the paper 
currency more elastic it was necessary 
to get rid of the rule which fixed the 
amount of the fiduciary circulation at a 
certain figure. The Chamberlain Commission 
recommended that the amount of the invested 
portion of the Paper Currency Beserve should 
be raised from 14 crores to 20 crores and the 
.maximum fixed at one-third of the ne$ 
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circulation pins the amount of the notes held 
in Reserve Treasuries (XXVIII). 

A great expansion of the paper circu¬ 
lation took place during the war. The gross 
circulation increased from 66 crores on March 
31, 1914, to 153 crores on March 31 , 1919 , 
and the active circulation, in the same period, 
increased from 50 crores to 134 crores. The 
invested portion, of the Reserve was increased 
from 20 crores in 1915 to 100 crores in 1919 
by means of special Acts. 

The Babington Smith Committee re¬ 
considered the question of the composition of 
the Paper Currency Reserve and recommend¬ 
ed that the metallic reserve against notes 
should be 40 per cent, of the gross 
circulation. 

The Paper Currency (Amendment) Act 
of 1920 contained both temporary and perma¬ 
nent provisions. Under the former, which 
came into effect on 1st October 1920, the 
rupee and sterling securities in the Paper 
Currency Reserve have been limited to 
Rs. 85 crores instead of Rs. 120 crores (in 
1920). The permanent provisions of the Act, 
which have not yet come into force, (1) fix 
the maximum of the fidudciary portion of 
the Paper Currency Reserve at 50 per cent, 
of the total circulation, exclusive of that 
based on commercial bills, and (2) authorise 
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the issue of notes against commercial bills of 
exchange maturing not later than 90 days to a 
limit of 5 crores.~l 

-j _ 


XXIV. 


Financial despatch from the Government of India 
to the Bight Honourable Lord Stanley, 
Secretary of State for India , dated 27th 
April , 1859 , No. 61. 


My Lord, 

We have the honour to forward, for the con¬ 
sideration of your Lordship, a copy of a note, 
dated 11th February last, prepared by our Finan¬ 
cial Secretary, regarding the issue of a Govern¬ 
ment paper currency in India. 


2. Such a measure would certainly be pro- 
.. , , ducfcive of advantages. It 

ti V p“pT’ur”™’,.**" would P rovs convenient both 
to the public and to the 
Government; and it would afford eventually a 
very large saving to the State, as the minimum 
amount in circulation would be, in fact a public 
loan, bearing no interest ; but, on the other hand 
it would involve serious risks, which demand care¬ 
ful consideration. 


3. In the first place, there may be risks of 
Government having the business of the transport 
of bullion upon its hands. But this objection 
might, we think, be met by having several central 
treasuries at places where the largest disburse¬ 
ments are made, with not too large circles around 
them* 
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4. In the second place, it seems to us that 
it would be unwise to introduce this measure at a 
time when there is reason to suspect that the 
security of the Indian Government is regarded 
with mistrust by the sensitive community with 
whom we have to deal. A refusal, or even an 
unwillingness to receive the notes, or an eager¬ 
ness to convert them, might become damaging to 
the credit of the Government, and seriously 
embarrassing. 

5. Lastly, we believe that the convertibility 
of the notes on demand would not be a sufficient 
guarantee against over-issue. When once the 
paper currency is established in public confidence, 
the temptation to take dangerous advantage of 
this confidence will be very great in a time of 
difficulty, if the power of doing so is left in the 
hands of the Government of India alone. Res¬ 
triction by law, either to a certain amount of 
issue absolutely, or to an amount relative to the 
balance in ‘hand, will, in our opinion, be neces¬ 
sary. We think that such a law ought to be 
passed by Parliament, and not by the Legislative 
Council of India. 

6. We do not consider it necessary to go 
into the details of a scheme of paper currency. 
Upon these we think that it would be expedient 
to take the opinions of the most intelligent and 
influential bankers and merchants in India, 
before any final determination is come to regard¬ 
ing them. 

7. Our present object is to obtain an ex¬ 
pression of your Lordship’s views in respect to an 
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extension of the paper currency in India in the 
manner proposed. 


We have, etc., 

(Sd.) CANNING. 

(Sd.) J. OUTBAM. 

(Sd.) J. G. RICKETTS. 

(Sd.) B. PEACOCK. 

XXY. 

Financial despatch from the Secretary of State 
to the Governor-General of India in Gouncil t 
dated 4th November 1859, No. 109. 

Her Majesty’s Government are fully sensible 
of the advantage which might be derived from 
introducing a well-regulated paper currency into 
India, but the wisdom of cautiously avoiding any 
measure calculated, however slightly, further to 
increase the sensitiveness of the Indian money 
market, is so manifest, that they are not disposed 
at present to direct the introduction of a paper 
currency, whether in the form of Government 
notes, or by means of extended privileges to the 
chartered banks. I am, however, anxious that 
your attention should continue to be directed to 
this subject, and I shall be prepared to give every 
encouragement to a well-considered scheme for 
the purpose, whenever the time shall appear to 
you to have arrived for introducing it. 
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XXVI. 

Minute on the despatch of the Secretary of Statd 
respecting a Paper Currency, by the Bight 
Honourable James Wilson, dated Camp 
Meerut, 25th December, 1859. 

15. Paper money is issued'usually either by 
_ , governments or banks. ; The 

jT'ZEZ&Sr ob i eotion ,*? govern- 

ments undertaking these 
functions is the neglect which has usually existed 
as to any strict regulations by which they could 
bo bound to the necessary precautions for main¬ 
taining the convertibility of the note, and thereby 
placing such a limit upon the amount of issue as 
to secure its identity of value with the coin. The 
consequence of the absence of such a check has 
too frequently been to lead to over-issues and 
great depression of the value of the notes. As 
sovereigns have too frequently not hesitated to 
tamper with their coin by reducing its intrinsic 
value, so they have abused their power of issuing 
notes by making thorn inconvertible, but at the 
same time a legal tender. The two vices are 
similar in their character. Otherwise, and upon 
general considerations, it might fairly be thought, 
that governments were the best agencies through 
Which notes could be issued, as their credit may 
be supposed to be the highest in the State, and 
in as much also as the credit of individuals or of 
private corporations could hardly be made the 
basis of a legal tender. And no doubt this would 
be the case, provided any means could be dis¬ 
covered for placing an independent check upon 
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the amount of issue, and of taking security for 
the maintenance of a sufficient metallic reserve 
to guarantee the convertibility of the note. The 
absence of such independent checks hitherto has 
led to the common practice of leaving the issue 
of notes to banks, public and private, although 
the functions of issuing notes is not necessarily 
part of the business of the banker. Very few 
examples, however, exist where an attempt has 
been made to give to such notes the character of 
a legal tender. This has necessarily resulted 
from the absence of any absolute guarantee 
which ihe State has taken for the payment of 
such notes. Indeed it may be laid down as a 
rule to be strictly observed, that if notes are to 
be made a legal tender without any risk of their 
abuse, two conditions are requisite :— 

First, that a provision should be strictly 
maintained for a sufficient metallic reserve to 
ensure the immediate convertibility of the notes 
at all times ; 

Second, that there shall be absolute ultimate 


security for the payment of the notes . 

17. If it is desireable to establish in any 
country such paper money, it 
is essential that it should be 
money in India. of general use throughout, 

and issued under a single 
authority. We have only to consider how im¬ 
possible it would be for any banking establishment 
to extend its agencies over the greater part of 


India, to see that no such bank could possibly 
fulfil the functions of conducting universally the 


circulation of notes. 
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18. But, on the other hand, if there are 
special reasons why this function could not be 
performed by banks, there are very special 
grounds which point to the facility which the 
Government of India possesses, more than any 
other government in the world, for such a duty. 
In the great capitals of the Presidencies, and in 
many of the large emporiums of trade, little diffi¬ 
culty could arise, however the circulation might 
be conducted, but it is the Government alone that 
has agencies established in every part of India r 
however remote. Moreover, it is through these 
agencies in the collection of land and other 
revenues, in the payment of troops, in the pur¬ 
chase of commissariat stores, and in disburse¬ 
ments for the performance of public works, etc. r 
that a great bulk of all the monetary transac¬ 
tions of a great part of India takes place ; and 
therefore whatever may be the currency in use, 
it is really constantly passing out of, and into, 
Government Treasuries. 

This fact alone would secure to notes issued 
by the Government not only the most extensive 
use, but their being available for payments of 
revenue would instahtly establish them in high 
credit with the people. 

19. I have no doubt, therefore, that the 
only means by which a paper note circulation 
can be extensively applied to India, such as shall 
be universally current, and can be safely made 
a legal tender, is through the agency of the 
Government, and that it possesses means pecu¬ 
liarly favourable for the useful exercise of such a 
function. 
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20. This brings me to the second head for 
consideration : the manner in 
vertibility!” 1100 ° f C ° n * w bich the essential conditions - 
already laid down as needful 
to maintain the convertibility of the note at 
pleasure, and in any case its ultimate security, 
can best bo applied. What we have to do is not 
merely to lay down theories which ought to be 
complied with, but also to erect a machinery as 
simple as possible for socuring the practical 
observance of the rules necessary to give effect 
to those theories. 

In order to do this, I would propose, in the 
first place, that the functions to be porformed by 
the agency to be erected should bo confined ex¬ 
clusively to those now porformed by the issue 
department of the Bank of England, i.c., the ex¬ 
change of notes for coin and bullion, and the 
payments of notes in coin or bullion, and in 
issuing orders for notes at one branch for bullion 
or notes received at another, on such conditions 
as may be fixed, and that it should undertake no 
other business of any kind whatever, oithor for 
the Government or for others. 

24. Tho notos so issued to be a legal tender 
everywhere throughout India, as well by and to 
the Government officers as between private 
persons, excepting only at the different places of 
issue, where the note of each district will be 
payable in coin. Everywhere the notes will con¬ 
sequently be receivable for Government revenue, 
or for any other demands of the Government, for 
payments into Court under judicial proceedings, 
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and all other purposes whatever ; and at every 
centre of issue the notes of the circle will be 
payable in coin. 

26. In order to maintain the instant con- 

, • vertibility of the note at the 

ofofrl'lTtkm. 6 ' place of issue, the Commis- 
sionerB shall be obliged at all 
times to retain an amount of coin bearing such a 
proprotion to the notes in circulation as shall 
from time to time bo determined upon, but never 
less than one third, and for the remainder of their 
issues they shall hold Government securities. 

27. As it would be desirable that there 

should be only one class of notes in circulation 
and that all others except those of the Govern¬ 
ment should bo withdrawn, an arrangement would 
be made with the Bank of Bongal to sub¬ 
stitute Government notes for their own now in 
circulation within a certain period of time.. 

37. In the first instance, I would propose 
to begin with notes of the denomination of 
5,10,20,50,100 and 500 rupees. The effect of 
these denominations would be that remittances 
would be made in the larger notes, and exchanged 
for daily use, not in coin, as would be the case if 
there existed notes only of a high denomination., 
but into notes of the lower denominations. 

38. To have a circulation of large notes 

only would merely be to enable the public to 
remit a v considerable sum from one place to 
another, and to throw upon the issuing depart¬ 
ment of the circle the duty of providing rupees in 
exchange ; whereas if smaller nptes were issued,, 
the change would be given in them. 

\osn6c 
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XXVII. 


To His Excellency the Bight Honourable the 
Governor-General of India in Council . 

India Office, London, 26 March 1860. 


My Lord, 

6. Her Majesty’s Government are of opinion, 
that in India the agency for providing and main¬ 
taining a paper circulation can best be conducted 
by tho Government, and they also coincide in the 
opinion of your Excellency, that the time has 
arrived when a measure for this object may be 
safely and advantageously introduced. 

9. Mr. Wilson very properly separates al¬ 
together the proposal for introducing a paper 
circulation in India from the consideration of 
establishing any banking corporation there. It 
cannot be too generally, or too clearly under¬ 
stood, that it is the intention of Her Majesty’s 
Government, in sanctioning the introduction of a 
circulation of Government paper, to keep it entirely 
and altogether distinct and separate from any 
banking operations whatever. What is to be 
done by the Government Establishment in India, 
is simply what is done by the Issue Department 
of the Bank of England, viz., to exchange notes 
for bullion and coin, and vice versa , or notes of 
one denomination for those of another. 

* * * * * 


11 . 


Notes to be manu 
factored in England, 


It is proposed in the Minute to manu¬ 
facture at Calcutta the notes 
required for tho whole of 
India; and you request that, 
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in conjunction with the authorities at the Bank of 
England, steps should be taken for providing the 
machinery required for the preparation of notes. 
I very much doubt whether any advantage would 
result from the manufacture of notes at Calcutta. 
It appears to me that it would not only be 
cheaper to have them made in this country and 
transmitted to your Government ready for issue, 
but that it is probable that by this means an 
additional security would be obtained against 
forgery. With the present means of communi¬ 
cation, it is not apparent how any inconvenience 
could arise from the adoption of this plan. I am 
desirous of being furnished, as early as possible, 
with your opinion in regard to this point. In the 
meantime, measures have been taken, in com¬ 
munication with the Bank of England, for 
forwarding to you a supply of notes for Calcutta, 
and the circle attached to it, early in the autumn. 
***** 

13. The sound principle for regulating the 
issue of a paper circulation is 
The principle for re- that w hich was enforced on 
£ ®‘ paper 0,rCU ‘ the Bank of England by the 
Act of 1844, i.e., that the 
amount of notes issued on Government securities 
should be maintained at a fixed sum, within the 
limit of the smallest amount which experience 
has proved to be necessary for the monetary 
transactions of the country ; and that any further 
amount of notes should be issued on coin or 
bullion, and should vary according to the wants 
and demands of the public. 
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14. The important condition is thus realised, 
that the mixed currency of notes and coin should 
vary in quantity exactly as if it were wholly of 
coin. 

15. In this country the smallest amount of 
notes required had been ascertained by long 
experience ; but what that quantity may be in 
India, can only be ascertained in like manner ; 
but what that minimum amount of notes in India 
will be, the proceedings for determining this point 
must necessarily be tentative and experimental..., 

XXVIII. 

Extract f rom the Beport of the Indian Currency 
Commission , 1914. 

111. We have already recommended that the 
six crores of rupees in the 
Indian Branch of the Gold 
Standard Reserve should be 
handed over to the Paper 
which is the more natural 
place for keeping a reserve of rupees. The mini¬ 
mum figure of 24 crores on the 1st November and 
18 crores on the 1st May for the stock of coined 
rupees in reserve will be unaffected, but in future 
this stock will be entirely within the Paper 
Currency Reserve 4,000,000 sovereigns should con¬ 
currently be transferred from the Paper Currency 
Reserve in India to the Gold Standard Reserve. 

'112. Otar next recommendation is that the 
fiduciary portion of the Paper Currency Reserve 
should beiincreased at once to 20 crores. But in¬ 
stead of merely fixing this figure as a maximum, 


Recommendations* re¬ 
garding the Pjper 
Currency Reserve. 

Currency Reserve, 
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we propose that the maximum of the fiduciary por¬ 
tion should be fixed at the amount of the notes 
held by the Government in the Reserve Treasuries 
plus one-third of the net circulation* for the time 
being. Under this proposal the invested portion 
of the Reserve will be at once increased by six 
crores. We recommend that this result should be 
effected by a transfer (at market value) of ster¬ 
ling securities to that amount from the Gold 
Standard Reserve in exchange for six crores of the 
gold now in the Paper Currency Reserve in India. 

113. So long as the gross circulation exceeds 
60 crores, it will be within the power of the 
authorities to increase the investment of the 
Reserve, and we propose that the Government 
should have the power not only to make such 
further permanent investments as they think fit 
but also to make temporary investments, or to 
grant loans either in India or in London. In 
India such loans should be made to the Presidency 
Banks on the same terms as we proposehereafter 
in the case of loans from balances, while in 
London the Secretary of State should have power 
to lend out in the London market sums received 
in payment of Council Drafts sold against the 
Currency Reserve in the busy season, so long as 
the total of the cash portion of the Reserve does 
not fall below two-thirds of the net circulation. 

* By net circulation is meant the gioss circulation less thd 
amount of notee held in the Reserve Treasuries. 
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Extract from the Beport of the Indian Currency 
Committee, 1920 . 

78. The Chamberlain Commission recom- 
_ ^ mended that the fiduciary 

served be” o p^cTnt' ' P° rtion of the Paper Currency 
Reserve, wbich at the time of 
their Report stood at 14 crores, should be in¬ 
creased at once to 20 crores and should thereafter 
be fixed at a maximum of the amount of notes held 
by the Government in the Reserve Treasuries, 
plus one-third of the net circulation. The large 
increase in the note circulation that has taken 
place during the course of the war and subsequent¬ 
ly, has modified the position as it existed when 
tho Commission reported. Under their recom¬ 
mendation it would be necessary that, on the 
present basis of circulation, the metallic reserve 
should amount to 119 crores of rupees, as com¬ 
pared with 80 crores so held at the present time. 
We do not consider that so large a reserve is 
required for ensuring the convertibility of the 
note issue, especially when it is remembered that 
in the case of any drain arising from demands for 
foreign remittance the Gold Standard Reserve is 
also available. We recommend that the statutory 
minimum for the metallic portion of the reserve 
should be 40 per cent, of the gross circulation. 

It would, of course, be desirable to maintain 
in the metallic reserve a substantial margin above 
the statutory minimum, especially at the begin¬ 
ning of the busy season, which always brings a 
demand for issues of coin. 
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The Indian Paper Currency (Amendment) 
Bill, 1920. 

Extract from the Speeeh by the Hon’ble Mr. W. M. 
Hailey, (Finance Member) in introducing the 
Bill in the Imperial Legislative Assembly . 

The Bill, therefore, which I now propose to 
introduce, falls into two parts* 
of™: f a permanent and a transitory 

part. The provisions which 
deal with the permanent constitution will be 
found in clauses 12, 14 and 15. There is in this 
portion one clause which will attract the attention 
of all those who are interested in the subject, I 
mean the clause which provides that the metallic 
reserve shall be at least 50 per cent, of the tptal 
reserve. This is an interesting departure for 
India. Under the Law of 1910 we had a different 
kind of limit, that is to say we had a maximum 
limit to the amount of notes we might issue on a 
fiduciary basis. We could issue what we liked 
against metal; but if we desired to issue against 
securities, we were limited to 14 crores. This 
specific limitation of the fiduciary portion of the 
Beserve has created a rigidity in our Paper Cur¬ 
rency System from which it is desirable to 

liberate it.Now I do not think that any 

suggestion will seriously be made that we should 
return to the old system. Apart from the con¬ 
demnation of this system which is implied in 
the recommendations ot the two Commissions 
which sat and considered it, it is our Own practical 
experience that there are many drawbacks in¬ 
herent in a system so inelastic as that which 
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prevailed up to 1914. When there was an 
expansion of the currency which the seasonal 
demands of the trade called for at the time of 


export, there arose a stringency in the money 
market which could only be cured by the acquisi¬ 
tion on behalf of the Paper Currency Reserve of 
gold or silver; indeed it was only through the 
expansion of the metallic reserve that we could 
provide the trade with the currency it desired. 
The case, therefore, for abandoning the previous 
basis on which the Paper Currency Keserve was 
constituted is clearly justified. In one respect— 
and I expect I shall have the Council with me 
here—in one respect we have gone beyond the 
proposals of the late Currency Committee, that is 
to say, that whereas they recommended a 
metallic reserve of 40 per cent we have recom¬ 
mended a reserve of 50 per cent . ...With a note 
circulation expanding as it has been in recent 
years, to hold a high percentage in metal would 
involve the locking up of vast quantities of coin— 
an expensive and unnecessary luxury. We re¬ 
cognise, however, that there is a strong feeling 
in India that our metallic reserve should be 
stronger than in other countries. We also re¬ 
cognise that what might be sufficient in ordinary 
banking practice would not be a safe guide in 
dealing with central reserves of this nature. It 
is for this reason that we propose to go above the 

40 per cent, recommended by the Committee.. 

I come now to a provision which is a new 


Issue of notes against 
bills of exchange. 


one as far as our own legis¬ 
lation is concerned, although 
there are precedents in the 
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legiElation of other countries. We have frequent¬ 
ly been told that our Currency Note System is not 
sufficiently elastic; that though we may introduce 
improvements which will allow for the ordinary 
growth of note issues by the increase of invest¬ 
ments against securities, yet it is not sufficiently 
elastic to allow for the fluctuations in the seasonal 
demand for currency. When the Committee con¬ 
sidered this problem, they also felt the force of 
this criticism and suggested that the note issue 
should be based in part upon commercial bills of 
exchange. That system, I may say, has been 
employed on a large scale in connection with the 
Federal Beserve Note System obtaining "in the 
United States of America. The Committee re¬ 
commended that it should be tried experimentally 
in India on a small scale as the basis of a special 
power of expansion. I would like the Council to 
note that the expansion thus contemplated is not 
and cannot be a permanent expansion of the note 
issue ; it is based on the fact that a self-liquidating 
bill has a self-retiring note as its concomitant. 
With necessary safe-guards, such an issue cannot 
lead to any permanent inflation of the issue. Our 
Bill provides for power to authorise the Controller 
of currency to issue notes up to an amount not 
exceeding 5 crores of rupees against Bills of 
exchange of a maturity not exceeding 90 days, 
the exact conditions as to the class of Bills 
to be accepted and the manner of holding them 
being laid down by the Governor General in 
Council. 
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XXXI. 

Extract from, the speech of the Finance Member 
in introducing the Imperial Bank of India 
Bill in the Imperial Legislative Assembly on 
1st March 1920 

“ The scheme does not merely represent an 
The scheme to ....I- ordinary banking amalgama- 
gamat.e the three pre- tion. It has an important 
sidenov Bmkx into the aspect in that connection; 
Imperial Benk of if if stopped there, it 

would be little more than what in England would 
be called a * private ’ Bill. But it seeks to go 
further. It will increase the resources of the 
three Banks by handing over the whole of our 
balances to them; and seeks in return to make 
use of the amalgamated institution as a means of 
furthering the banking development of which this 
country stands so much in need. The bank will 
have a definite obligation to open 100 new 
branches in five years. It is on this account and 
not merely because it is a bank amalgamation, 
that the Bill has aroused considerable public in¬ 
terest, and in some quarters criticism I am far 
from regretting that the public has evinced so much 
interest in the scheme; for I feel strongly that the 
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more this matter in our Bill is ventilated, the more 
likely it is to meet with the acceptance of all 
those who are anxious to see a real beginning 
made to remedy what is admittedly one of the great 
defects from which India is now suffering. W« 
set forth the position clearly in our despatch of 
the 25th June, 1919. In that despatch the 
Government of India described the urgent neces¬ 
sity for an increase in banking iacilities, if. the 
proper development and progress of this country 
is to be secured. It stated that, in their opinion, 
an indispensable preliminary to any widespread 
growth in banking was the establishment of a 
strong Central Bank, in intimate' relation wit^i 
Government, and with a large number of branches 
throughout the country. If the Council will 
allow me, I will read the following extract from 
the Government of India’s Despatch to the 
Secretary of State dealing with this matter:— 

“ We doubt .if, in the present conditions 
in which there are three 
. The proposed exten separate banks working 
Sion O an <mg aci 1- independently, any further 
substantial increase in the 
number of branches is to be looked for, owing 
mainly to considerations of territorial limits and 
of profits and loss. The Presidency Banks have 
now undertaken, as part of the present amal¬ 
gamation scheme, to establish 100 new branches 
within five years, and we have every reason to 
hope that the progressive policy thus initiated will 
be continued, until at least in every district, and 
eventually at every town of importance, a branch 
of the Imperial Bank is established. We do not 
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claim that this widespread extension of branches 
will work a sudden miracle, or will immediately 
prove itself the long sought talisman to charm 
the wealth of India from its hoards. We do not 


look for rapid or dramatic results. But a begin¬ 
ning must be made, and we think that the mere 
appearance in a district of a bank which conducts 
Government Treasury and Public Debt business, 
as to whose stability there can be no question, 
and from which local traders and dealers m pro¬ 
duce can obtain advances on reasonable terms, 
must in due course inevitably have an appreciable 
effect upon the local mental attitude towards 
banking in general, and in course of time we 
shall expect to see the new branches of the Im¬ 
perial Bank attract large amount of deposits 
from the general public in such localities.’ 

“ That is one important aspect of the case to 
_ . , . , which I wish to invite the 

bJf e e ,r f ° r tramM attention -of Hon’ble Mem- 
bers ; the opportunity for the 
extension of banking facilities which this amal¬ 
gamation offers. I have now to turn to another 
one, which will, I think, be equally in the minds 
of Hon’ble Members. It need hardly be said that 
if a Bank of this sort is to be a success, if it is to 
play its full part in the development of the 
country, it must have its roots in the soil ; an 
exotic will never bear the fruits which we look 


for. One of the principal reasons why banking on 
modern lines has not made greater progress in 
India is because, with a few notable exceptions, 
the only trained bankers available have been 
Europeans. I am glad to say that more recently 
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Indians have been taking to banking in greater 
numbers, more particularly on the Bombay side. 
I could name more than one striking example of 
conspicuous success on that side of India; the 
name of Mr. Pochkhanawala has already been 
brought before this Council by Mr. Howard. 
Nevertheless progress on the whole has so far 
been slow, and we ourselves look to the Imperial 
Bank as likely to stimulate very considerably the 
training and employment of Indians as bankers. 
Let me again read an extract from what the 
Government of India said on this matter in their 
Despach to the Secretary of State :— 

* For such development, moreover, an equal 
necessity is a sufficient supply of men trained in 
modern methods of banking. The more staffing 
of a large number of new branches of the amal¬ 
gamated bank will naturally involve the training 
and employment of Indian agency to a very much 
greater extent than at present, and the demand 
for and training of such men by the Imperial 
Bank should have valuable influence in stimulat¬ 


ing their supply for other banking institutions, 
just as the requirements of our Public Works 
Department have undoubtedly stimulated the 
growth of the engineering profession in India. 

“ Our hope, therefore, is that the new Bank 


A national institu¬ 
tion. 


will grow up to be a really 
national institution. I feel 
that I must here repudiate, 


in the strongest possible terms, suggestions that 


have been made in some quarters that the object 
of the scheme is to preserve a European mono¬ 


poly. We look to the new Bank to have a wide 
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and beneficent sphere of influence; and any 
scheme of constitution which gave it a definite 
racial colour, whether European or Indian, would 
inevitably be doomed to failure. A purely European 
concern, however successful its operation might 
be in the seaports and large cities, could never 
be successful in carrying banking facilities over 
the extended area which we contemplate as the 
field of operations for the new Bank. On the 
other hand, an institution under purely Indian 
management would not, I believe, command for 
many years to come a sufficient supply of expert 
banking knowledge to enable it to take that 
position in the economy of the country which we 
wish to see the new Bank occupy. This pre¬ 
eminently is ono of those matters which urgently 
call for co-operation between Europeans and 
Indians, and if, as I hope and believe that co-oper¬ 
ation will be forthcoming, the Imperial Bank 
should prove a most useful factor in promoting 
the economic interests of the country. 


Administralion of the 
new Bank. 


‘ These remarks bring me to the third point; 

also a point which has at¬ 
tracted the attention of the 
public—the question of con¬ 
trol. The controlling body of the Bank, that is 
the Governors, will consist of the presidents, vice- 
presidents and secretaries of the three banks with 
two managing governors appointed by the govern¬ 
ing body. These are the representatives of the 
shareholders. In addition, we propose to place 
on the governing body an official, the Controller 
of Currency, who will represent primarily Govern- 
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ment interests and will have certain well defined 
powers in this respect. We have been told by 
certain critics that if the governing body is 
limited to the constitution I have described, this 
institution will have what the writers are pleased 
to call an entirely European character. I must 
delay the Council while I examine this objection. 
In one of the constituent Banks—the Bank of 
Bombay—Indian shareholders are already in a 
majority, and three out of the six Directors of that 
Bank are Indians, one of whom, besides being 
one of the leaders of industry in this country, is a 
prominent member of this Council. I am glad 
to hear that the Bank of Madras has recently 
invited an Indian genlteman to join its directorate. 
The Council will, I think, agree that it is not for 
Government to dictate to the shareholders whom 
they should or should not elect as directors, and I 
can see no justification for any attempt to 
legislate in the direction of compelling the share¬ 
holders to exercise their choice in favour of 
members of one class of the community rather 
than another. But we desire to see the new 
Bank start under the most favourable auspices. 
We desire that there should romain no doubt or 
suspicion, justifiable or otherwise, that the in¬ 
terests of the general taxpayer who will contribute 
a considerable portion of the Bank’s resources 
in the shape of Government balances, are not 
sufficiently represented. While, therefore, we do 
not intend any dictation [to the shareholders 
regarding their own representatives on the go¬ 
verning body, we have decided to take power in 
-the Bill for the Governor General in Council to 
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nominate two additional members to the govern¬ 
ing body of the Bank. These members will be 
non-officials ; they will be nominated for a year, 
but can be re-nominated ; and the provision will,, 
as I hope the Council will agree, amply meet the 
desire that the interests of the general taxpayer 
will be sufficiently represented. 

There remains a final point to bring before 

the Council. It is again a 
Relation of the Im- point in which the proposals 

grial^Bank to Exchange ^ ^ oriticised . and j 

think it right to bring any 
point of criticism before the Council at the earliest 
opportunity. It has been urged that we should 
not seek, as we do seek, to exclude the Imperial 
Bank from taking part in ordinary exchange 
operations. It is a point of detail rather than 
principle ; but I can dispose of it without delay¬ 
ing the Council. The Banks themselves, who are 
mainly concerned, have acquiesced in this proposal* 
they have done so for the reason that they now 
hold in many cases the balances of the Exchange 
Banks, and they could not expect those Banks to< 
leave their balances with them if they were 
rivals in the matter of exchange operations. 




INDIAN FINANCE. 

India’s financial problems during the war 
and since the conclusion of peace have been 
^discussed in Part I. The following extracts 
would enable the reader to study some aspects 
of Indian war finance in greater detail. Ex¬ 
tract XXXII reviews the effect of the out¬ 
break of war on Indian currency, exchange, 
commerce and banking. Mr. Howard’s state¬ 
ment on the financial situation of India gives 
a brief summary of Indian war finance, and 
the extract from the Finance Member’s 
Budget Speech (1922-23) describes some of 
the post-war financial difficulties. 

The reasons which led the authors of 
Indian Beforms to recommend the separation 
of Provincial from Indian binance are ex¬ 
plained in the extract from the Keport on 
Indian Constitutional Beform. 
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XXXII. 

Extract from the Speech of the Finance Member 
in introducing the Financial Statement for 
1915-16. 

General effects of the War on Trade and 
Finance. 

2. Since I last addressed the Council on 
financial matters, India has been, and is still, 
passing through a crisis which has subjected her 
financial and economic system to a supreme test. 
It is true that, save for some vivid bht happily 
transient experiences in the autumn, she has not 
felt the direct impact of war. Bub she has not 
been able to escape the consequences of that 
economic solidarity which binds her closely to the 
outside world. All her recent development has 
been on lines of diminished isolation. Her 
currency systom connects h«r with the money- 
markets of London and the world. She relies 
for internal development largely upon borrowings 
in London. Her prosperity is increasingly bound 
up from year to year with her rapidly growing 
foreign trade. Her internal financial arrange¬ 
ments, and above all her system of credit, in 
many respects follow Western models. Finally 
she is a part of a mighty Empire which is one of 
the belligerents in the general war. It is in¬ 
evitable, therefore, that India should feel the 
effects of the war from top to bottom of her 
economic system ; they are written large over 
the Statement which I have to present to the 
Council to-day, and are affecting still more deeply 
the trade and production of the entire country. 
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5. The first effect of the European war,. 
„ , , , , which began to operate even 

in“: te ” ed b " ak before Great Britian had 
actually been drawn in, was 
a threatened break in exchange. The Govern¬ 
ment of India took immediate steps to deal with 
this aspect of the general situation, and were 
able to make a preliminary reassuring announce¬ 
ment on the 1st August. On the 3rd August we 
publicly formulated, with the approval of the 
Secretary of State, the measures which we had 
decided to adopt. In the first place, we formally 
undertook to support exchange by all the means 
in our power. This was a policy which the Koyal 
Commission on Indian Finance and Curroncy had 
recommended in their recently published Beport : 
it fell to us to declare our adhesion to it at the 


outset of a crisis of uprecedented magnitude and 
totally uncertain duration. 

In the second place, we announced our in- 

8.1' Of Reverse BilU te ” tion * in pursuance of this 
object, to sell sterling bilh on 
London, or “reverse” bills as they may conveni¬ 
ently be termed, up to a maximum limit of £ 1 
million a week until further notice. This, too, 


was an innovation on previous policy. In the 
exchange crisis of 1907 and 1908 the amount sold 
had usually beeD £k million a week, and occasion¬ 
ally £ 1 million, but the exact amount was 
settled afresh just before each successive weekly 
sale. The present was the first occasion on which 
the Government of India undertook beforehand 


to maintain sales< ofi. an ample scale. Again, to- 
adapt 'fche System still more fully to trade .re* 
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.quirements, we combined with the sale of bills the 
practice of selling telegraphic transfers also, thus 
providing a guarantee of immediate remittance 
when required. A few days later, too, we 
arranged that bills should be payable in London 
in 16 days after the departure of the weekly 
mail, thus eliminating the uncertainty due to 
possible delay in the arrival of the bills by mail 
steamer. 

In all we expect, by the end of this year, to 
have sold bills and transfers to the total extent 
of about £ million. The sums thus received 
have been credited to the Gold Standard Reserve 
in India pari passu with the Secretary of State’s 
withdrawals from the Reserve in England in 
order to meet the bills and transfers, falling due 
for payment by him from week to week. The 
net result has, of course, been a great strengthen¬ 
ing of the Gold Standard Reserve on this side. 

Lastly, in the early days of the crisis, we 
•strengthened that Reserve by exchanging £4 
million of silver held therein on this side for an 
-equivalent quantity of gold previously held by us 
in the Paper Currency Reserve. 

5. At the same time as we first notified 
„ , . the selling of reverse bills and 

Jtanl £ ° re,gn ~ transfers, we took steps to 
restrict the dissipation of our 
gold in India by laying down that no gold should 
be issued to any one person or firm to a less 
extent than £10,000. The object of this was to 
^secure what we thought would be a rough test as 
between applications for eventual remittance 
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purposes and those which were merely for local 
requirements. The limitation, however, was 
defeated by various individvals and firms clubbing 
together so as to make between them a demand 
which conformed to our minimum. Between the 1st 
and the 4th we had already lost about £, 800,000 
of our gold ; and on the 5th August, when it was 
announced that Great Britain was actually at 
war with Germany, wo took the further step, 
for which we had previously obtained the 
Secretary of State’s approval in anticipation of 
that contingency, of refusing the issue of gold 
altogether to private persons. 


7. 

Savings 

posits. 

currency 


The next grave difficulty that the out- 
banks de ^reak of war brought upon 
an e ' us was in regard to our 
savings banks deposits and 
notes. The general trade and credit 


position which the war set up was most serious 


in Bombay, mainly as a result of the banking 
and commercial crisis of the preceding year which 


had been more severe there than elsewhere. 


There was also considerable uneasiness in the 


Punjab, which had likewise suffered from the late 
banking crisis, but it was in Bombay that the 
difficulties I have mentioned arose in the most 


acute form. The deposits in our Post Office 
savings banks amounted in all to somewhat over 
23.erores at the beginning of this year and by the 
31st of July had risen to 24£ crores, the increase 
being due mainly to the more liberal conditions 
announced in paragraph 58 of my speech intro¬ 
ducing the last Financial Statement. From the 
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geoond week of August there was a heavy and 
excited run by savings banks depositors upon 
their funds, and in August and September to¬ 
gether there was a net withdrawal of about 
6 crores (£4 million) of these deposits, due to mis¬ 
guided apprehension in regard to the effects of 
the war upon the stability of the Government of 
India, which was every now and then fanned by 
wild stories of imaginary reverses sustained by 
our allies or ourselves, and by the untoward inci¬ 
dents connected with the career of the late 
Emden . Since then the drain has materially 
slackened, but in all we calculate that by the end 
of this year we shall have lost about £ 7 million 
of savings banks deposits which we have had to 
pay out from our general balances. I may say 
here that we did what we could to promote con¬ 
fidence by putting the Post Offices in adoquate 
funds and enjoining the prompt payment of all 
claims ; and it is perhaps a welcome indication 
of the way in which the strength of our financial 
position is really viewed by our enemies that a 
number of German prisoners at Ahmednagar 
have themselves opened accounts with the 
Government savings banks. 

8. The demand for the encashment of 
Currency notes. currency notes was most 

serious in Bombay, and the 
total abnormal encashment in that Presidency aB 
a result of the crisis has been estimated at aT)out 
2f crores in August and September, out of 
4J crores in respect of India as a whole. Outside 
Bombay the largest encashment occurred in 
Burma, and in the Punjab too it was considerably 
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larger than in ordinary years ; but in these cases 
the increase appears to be due as much to the 
special trade conditions of the year as to uneasi¬ 
ness arising directly from the crisis. 

The Government at once took steps to check 
any panic by issuing instructions that* every 
endeavour should be made to meet promptly all 
demands for encashment at district treasuries, 
whereas ordinarily, it will be remembered, a note 
is only encashabie as of right at a currency 
centre. A very large number of notes were 
cashed in this way in districts, especially in 
Bombay and the Punjab, and it may be hoped 
that when the crisis passes away, the measures 
we took will have the effect of ensuring a perma¬ 
nent increase in the popularity of currency notes 
and consequent extension in their use. 

The abnormal run on our notes was of re¬ 
latively Bhort duration. Nevertheless, owing to 
depressed trade conditions resulting from the 
war, our net note circulation, excluding the hold¬ 
ings by Reserve Treasuries and by the Presidency 
banks at their head offices, remained nearly 
7 crores (£ 4§ million) less at the end of January 
than on the corresponding date in 1914. 

9. Having regard to the present abnormal 
trade conditions and to the extraordinary strain 
on our credit generally, I consider that the po 9 i- 
tion of our paper money calls for full satisfaction. 
Our notes citculate freely, and apart from very 
minor temporary local incidents, there has never 
been any question of their being depreciated aa 
compared with coin. 
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11. I now turn to the effects of the war on 
the commercial and credit 
dit^ST 1 “* position in India, which, of 

course, materially influences' 
our revenue receipts, especially under Customs 
and Railways. In the first place, internal credit 
was seriously prejudiced by the attitude of a large 
part of the Marwari community, who play such 
an important role in conducting and financing the 
trade of the country. Speaking, generally, in¬ 
stead of conforming to the excellent British 
maxim of “ business as usual,” they departed to 
their homes taking with them as much of their 
capital as they could readily lay hold of, and 
thus materially hampering the credit machinery 
With which they are so intimately connected. As 
regards the banks, the position of the Presidency 
Banks was, as I have already said, very strong 
before the crisis, and in order to promote public 
confidence the large Government deposits which 
they already held were further increased at the 
outset of the war, and have since been kept at as 
high a level as our resources permitted. We 
have preferred, in fact, to borrow somewhat 
more freely from the Gold Standard Reserve—a 
matter to which I shall refer later—rather than 
curtail unduly the resources placed at the dis¬ 
posal of trade. 

The bank rate was low when the war com¬ 
menced, as is usual at that 
an ins ‘ season of the year,, being 

3 per cent, in Calcutta, 3 per cent, in Bombay, and 

4 per cent, in Madras, As a measure of protec¬ 
tion, the Bank of Bengal raised its rate to 
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5 per cent, on the 6th August, and the Bank of 
Bombay to 4 pet cent, on the same day, and 
io 5 per cent, on the 18th ; while later oh 
;the rate was increased, at somewhat different 
dates, to 6 per cent, for all three banks at 
which figure it now stands. It is understood 
*that the Indian branches of the Exchange Banks 
were also in a strong position at the commence- 
jnent of the crisis. 

As regards other banks, the previous yeat 
saw the collapse of a large number of (generally 
speaking) recklessly managed banking institu¬ 
tions. In the light of subsequent events, however^ 
"We may reckon it as fortunate that the disappear¬ 
ance of these banks occurred before the present 
erisis. Though the want of confidence engendered 
by their failure tended to accentuate the difficult 
ties in Bombay and the Punjab, the situation 
would have been far more acute had the banks 
in question been still in existence and then 
collapsed as they must have done. As it was, two 
banks which had been badly shaken by the 
’previous crisis, though they survived it, now fell. 
One of these, the Punjab Co-operative Bank, 
established in 1905, was compelled to close its 
doors on the 14th September. Another, Bank of 
Upper India, established as far back as 1862, 
suspended payments on 8th October. It is pro¬ 
vable, however, that events had been largely 
discounted beforehand, for they did not produce 
tmy widespread panic. 
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XXXIII. 

Statement on the financial situation of India y 
submitted by Mr. H. F. Howard of the Indian 
Delegation to the International Financial 
Conference held at Brussels in 1920. 

From a financial and economic point of 
view India has been less acutely afflicted by the 
Great War than many of the participants in the 
Conference, and she is no doubt more fortunate 
than some of them by reason of the fact that she 
is a large producer of several important raw 
commodities, of which, in normal years, a con¬ 
siderable margin is available for export, these 
commodities including articles in such world-wide 
demand as wheat and other food grains, jute, 
cotton, oil seeds and hides. 

2. Nevertheless, though the Great War was 
waged outside India’s boundaries, she made large 
contributions in men, money and material for its 
prosecution in various theatres, and since its 
conclusion has had to deal with difficult and 
expensive operations on one of her own frontiers. 

3. The War thus necessarily reacted very 

Taxation sharply on the financial and 

8xa ton ‘ economic machinery of India* 

If, on the one hand, the resultant demand for 
materials served as an industrial stimulus in 
certain directions, the War inevitably imposed a 
great burden on the finances of the Government, 
necessitating large additions of taxation and—as 
it was impossible to provide additional funds 
from this source alone—substantial additions 
to India’s borrowings, and she has now to face 
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the problem of dealing with an unwieldy volume 
of short term and floating debt. Moreover, as the 
War went on, the great inflation of prices else¬ 
where was accompanied by a very serious, though 
not indeed equivalent, rise in the prices of all 
necessities in India, leading to great and wide¬ 
spread hardship and unsettlement. It is hardly 
necessary to emphasise that this development is 
liable to have far more important results in the 
case of an Eastern country than in an advanced 
Western community. The great rise in com¬ 
modity prices has also inevitably been reflected in 
a general enhancement of the cost of the adminis¬ 
tration. 


4. The position can be best illustrated by 
. a few salient comparative 

Growth of revenue. figureg . For the finaneia , 

year preceding the War, namely, 1913-14, 
India’s gross revenue amounted to £85,000,000 
and the expenditure charged against revenue 
to rather less than <£83,000,000. The corres¬ 
ponding figures for the budget of the 
current year, 1920-21, are £ 134,000,000 and 
£132,000,000. (These totals would be substantial¬ 
ly smaller in each case if net figures were taken, 
i.e.y if only the balance of receipts from Govern¬ 
ment commercial undertakings were shown, the 
expenses being treated as a deduction from receipts, 
instead of being entered on the expenditure side 
of the account.) The more important enhance¬ 
ments in taxation were made under the heads of 
“customs” and “taxes on income,” there being 
an increase under these heads from 110 to 250 
millions of rupees, and from 30 to 170 millions of 
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rupees respectively,but substantial additional levies 
were made under other heads also. In considering 
these figures, it must be borne in mind that the 
taxable capacity of India is low as compared with 
that of Western countries. On the expenditure 
side, the cost of the military services budgeted 
for 1920-21 was 570 millions of rupees against 
300 millions for 1913-14, while there has been 
a general increase under other heads of the Budget, 
the increase being spread over the whole of the 
administration. 

5. As regards India’s, loan obligations, at 

the outset of the War her 
' debt was set off by re¬ 
munerative assets of practically equivalent amount 
in the shape of railways and irrigation works. 
During the War it has been necessary to raise 
large sums for the finance of military expendi¬ 
ture, and a considerable proportion of this debt 
has perforce been in the shape of relatively early 
maturities. Thus, with an outstanding sterling 
debt of £193,000,000 and an internal debt of 2,800 
millions of rupees, the amount falling due for 
repayment within the ten years up to 1930, 
inclusive, amounts to over 1,000 millions of 
rupees. To those figures must be added a float¬ 
ing debt of over 000 millions of rupees, which, 
as in other countries, is likely to prove a source 
of continuing embarrassment until it is possible 
to discharge or fund it. 

6. Concurrently the War threw a great 

• T „ strain on India’s currency 

n lan urrency. arrangements. The finance 
of military requirements, including supplies for 
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$he Allies, entailed heavy disbursements in India 
and resulted in a large expansion of the Govern' 
ment currency note issue, this increasing from 
about 7.00 millions of rupees at the outbreak of war 
to 1,850 millions in January, 1920. This increase 
in the note circulation was accompanied, especi¬ 
ally at certain critical stages of the war, by an 
intense demand for metallic money, and the ab¬ 
sorption of silver coin in the five years from April 
1915 to March, 1920, amounted to about 1,400 
millions of rupees in round figures. 

7. The great demand on the world’s stocks 
of silver, which these figures 
silver. 6 in pr represent, was no doubt one 

of the main factors contribut¬ 
ing to the great rise in the price of that metal. 
This riso in prices, in its turn, led during the war 
to the result that at the,pre-war rate of exchange 
of Rs. 15 to the English pound the value of the 
silver content of the rupoo rose abave the face value 
of the coin. As a result a break in the exchange rate 
became inevitable and necessitated a review of 
the whole position. It was decided, having regard 
to the great and continuing rise in the price of 
silver after removal of the controls placed on the 
metal during the war, to fix the parity of the 
rupee at 11*3 grains of gold, or in other words at 
Rs. 10 equal one sovereign. 

Though gold is still at a premium in India 
as compared with this basis, 
18 t4 rate ‘ and though this rate has not 

yet become fully effective for the external ex¬ 
change (exchange ranging at the time of writing 
in the neighbourhood of lVlOidJ.), it can reason- 
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ably be hoped that this measure will operate to a 
material extent to mitigate the problem of high 
internal prices in India, by changing, as it were, 
the gear between these and external prices ; in¬ 
deed it already shows some signs of doing so. 

8. This process will, it is also hoped, be 

Deflation. furthered by the fact that 

India is at the present time 
making a determined effort to face the problem of 
deflation. It has already been possible to reduce 
the note issue from 1,850 to 1,630 million rupees, 
and this contraction has been accompanied by a 
reduction in the metallic circulation of about 160 
million rupees in the last four months, but the 
complete solution of the problem is, as elsewhere, 
dependent on that of the funding of the outstand¬ 
ing floating debt. 

9. Turning to India’s foreign trade, the im- 

Foreien trade. porta of P rivate merchandise 

in 1913-14, the year before 
the war, amounted to £122,000,000, and the ex¬ 
ports to £166,000,000. These totals were not again 
reached during the war, and though they were 
passed in 1919-20 with totals of £139,000,000 and 
£218,000,000 respectively, it must be realised that 
this is largely due to the great enhancement of 
values which has taken place. During the last 
few months the tendency has been for the balance 
of trade to move against India, since, on the one 
hand, she has been importing large amounts of 
manufactured goods not available during the War, 
while, on the other, markets for her commodities 
are still limited by the restricted purchasing 
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power of many countries, and at the same time 
it has been necessary to impose important res¬ 
trictions on the export of food grains from India 
in the circumstances about to be mentioned. 

10. On the economic side, the strain of war 
The position regard- conditions in India was ag¬ 
ing food grains and raw gravated both by the ravages 
materials. 0 f j D fl ueriza , epidemic in 

1918, which is estimated to have carried off more 
than six million lives, and also in the same year 
by a widespread failure of the rains, on which the 
prosperity of India so largely depends. This 
failure resulted in a serious scarcity of food grain 
crops, which not merely excerbated the price 
problem already referred to, but has made it 
necessary to impose and continue drastic restric¬ 
tions on the export of food grains. Though there: 
has since been a substantial alleviation of the 
position in this respect, it is still not sufficiently 
secure for it to be possible to remove the restric¬ 
tions in force. In the case of wheat, it is 
uncertain whether direct sale 3 of wheat to 
Europe other than the United kingdom will be 
possible. .For rice the position is different, the 
export trade is under control, but sales to Europe 
are already being effected. Oil seeds are not 
subject to control, but as regards food grains 
other than wheat it is not possible at the 
time of writing to say more than that the extent 
to which the Government of India will be able to 
relax restrictions in the near future must be de¬ 
pendent on the course of the monsoon in the next 
few Weeks. The Government of India have been 
asked to furnish, before the Conference sits, the 
latest available information on the point. In the 
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*pase of other raw materials, the position is sim¬ 
pler and substantial quantities of cotton, tea, jute 
and hides will be available, provided that satisfac¬ 
tory financial arrangements can be made, though 
it will no doubt be recognised that, in the event 
of the demand exceeding the available supply, 
rsome form of rationing may prove to be necessary. 
Here again the Government of India are being 
asked for the latest possible information witn 
^regard to quantities. Control is at present exer¬ 
cised over the export of coal and various food 
stuffs (wheat, rice, bajra, barley, gram, jwar, 
lentils, maize and pulse). It may be added that 
no restrictions are at present imposed by the 
Government on private operations m the foreign 
-.exchanges. 

XXXIV. 

Extract from the speech of the Finance Member 
in presenting the Indian Budget for 1022-23. 

7. Altogether then our expenditure is some-* 
what over 141- crores more than we expected ; 
and the total deficit will amount to no loss than 
34 crores. If you carry your minds back to 
the history of the last three years, the House 
will realize that this is now the fourth deficit 
in succession. In 1918-19 it amounted to 
0 crores, in 1919-20, mainly due to the Afghan 
War, the deficit was ‘24 crores ; our final accounts 
of 1920-21, swollen by many adjustments of 
arrear expenditure on the Afghan war and the 
Great War, showed a deficit of 26 crores. Adding 
the 34 crores to which I have just referred, the 
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total excess of expenditure over revenues in the 
four years comes to 90 crores. 

HOW TO MEET THE DEFICIT. 

18. I now come to the hardest part of my 
, task to-day, namely, to 

Three courses open to , , J 

Government budgeting for discuss what measures 
a deficit, reduction of ex- should be taken to meet the 
penditure and increasing grave problem presented 
revenue. by an estimated deficit next 

year of about 3If crores. It is obvious that there 
are, in theory, three courses which can be 
adopted, either separately or in combination. 
First, we can budget for a deficit, either the 
whole or part of the above amount ; second, we 
can attempt to reduce our expenditure; and 
third, we can take steps to increase our revenues. 
The problem is so grave, and the issues at stake 
so large, being nothing loss than the solvency of 
the country, that I make no apology for examin¬ 
ing in some detail each of these three courses. 

Would it be desirable, or would it even be 
possible, to leave the whole or the major part 
of this deficit uncovered ? Now, so far as 1 have 
been able to ascertain, on one occasion only in 
the past has the Government of this country 
deliberately budgeted for a deficit. This was,, 
in 1915-1(5, the first budget of the war, when 
Sir William Meyer budgeted for a deficit of about 
4 crores. In introdusing .that budget, Sir 
William Meyer carefully explained ^he reasons 
which had led him to adopt that course. He 
emphasised that the Government would not think* 
of proposing to budget for a deficit if the defi- 
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oiency in revenue promised to be of a more or 
less abiding character. That, however, he held 
was not the case on that occasion ; it was then 
too early in the war to be sure that the excess of 
expenditure over revenue was anything more 
than temporary, and unless and until it could 
be shown that the gap between revenue and 
expenditure was likely to last for some time, 
it would not be justifiable to impose increased 
taxation, especially as the Government’s cash 
balances could at that time be relied on to 
produce the necessary finance. For the rest, so 
far as my researches go, the Government of 
India have always endeavoured to meet the 
expenditure of each year from the revenues of 
that year, and although on occasions their 
estimates have been disturbed and deficits have 
actually accrued, they have, except on the one 
occasion mentioned above, never deliberately 
contemplated that their expenditure should 
exceed their revenues. I do not think that 


there can be any doubt that this policy con¬ 
sistently followed in good years and bad, when 
the outlook was fair and when it was gloomy, 
had much to do with the sound financial position 
in which India found herself at the beginning 
of the war, and with the excellence of the credit 
of the State both within the country and abroad. 

19. Now, in considering the extent, if any, 


The deficit cannot be 
left uncovered. 


to which we should be 
justified in leaving this esti¬ 
mated deficit uncovered,* 


there are two points of vital importance to which 


I must invite the careful attention of the House. 
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la the first place, it is necessary to examine 
briefly the real nature of the current and next 
year's deficit. Can it be said that the present 
emergency is similar to that which Sir William 
Meyer h ad to face in preparing his budget for 1915- 
16 ? I hold that the answer to this must be in the 
negative. I do not think that it is possible to take 
the position that these deficits are due to transient 
causes, that we can look for better times ahead, 
and that we should consequently be justified in 
leaving things as they are, in the hope that before 
long our revenues will once more have equalled 
our expenditure. I must say frankly that I see 
very little prospect of any such equilibrium being 
attained within a measurable period. In saying 
this I do not mean to imply that either the pro¬ 
bable deficit of 34 crores in the current year, or the 
estimated deficit of crores next year, is 

necessarily to be taken as a measure of the perma¬ 
nent gap between our expenditure and our 
revenues. I assume that, with the liquidation of 
our frontier commitments, the portion of our 
military charges which are classified as “ ab¬ 
normal ” will disappear. I also assume that our 
revenues would respond to any substantial revival 
in trade, when the day of that revival dawns, 
as assuredly dawn it must. But after making 
every possible assumption of this nature, I do 
not think it can be said that, if things are left as 
they are, equilibrium will be attainable within a 
measurable time. It has, moreover, to be 
remembered that we have certain loss of revenue 
in front of us, in respect of the gradual abolition 
of the provincial contributions. I have not over- 
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looked the fact that the stabilisation of the rupee 
at 2s. would relieve our revenues to the extent 
of about 15 crores a year, but the .House is in 
as good a position as I am, to judge whether we 
should be justified in placing any reliance on this 
consummation. The problem, as I fear we must 
envisage it, thus not one of carrying on until 
we have turned the corner, for the turning is 
nowhere visible. 

20. Secondly, it is necessary to examine 
brieflly what a succession 
Fintincing & succession deficits really means, and . 

0i what are the results which 

it leads to. I will not embark on any theo¬ 
retical discussion of financial ethics, but confine 
myself to actual facts. Including the deficit 
of the current year, during the past four years, 
our expenditure (in using the word expenditure 
I mean, of course, expenditure debitable to 
revenue, and not capital expenditure on such 
objects as Railways and Irrigation) has exceeded 
our revenue by a total amount of 90 crores. 
Where did this money come from? The short 
answer is that we have been living on credit. 
About 37 crores have been obtained by the issue 
of fiduciary currency notes, namely, notes the 
only backing of which are our own I. O. U’s. A 
further 47 crores will have been found by incur¬ 
ring floating debt in she shape of Treasury bills, 
while the remaining 6 crores will have been 
taken from the proceeds of our regular annual 
borrowings. Our Treasury bills consist of short 
term bills (mostly for 3, 6 or 9 months) which 
we have so far engaged to renew on maturity. 
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But it is an open fact we have only succeeded in 
doing this by virtue of the recent stagnation of 
trade and consequent plethora of bank money; 
it is very doubtful if on any real revival of trade 
we should be able to keep “ floating ” an amount 
of Treasury bills on anything like the present 
scale. A Treasury bill outstanding in the 
neighbourhood of 60 or even of 40 crores is, 
as I have more than once pointed out, a matter 
for great anxiety, seeing that at any time, with 
the appearance of other demands upon the dis¬ 
count market, such as a revival of trade or an 
acute monetary position, our sales might not 
cover our maturities and we should then have 
no alternative, if wo were not to dishonour our 
bills, but to mako a further large fiduciary issue 
of currency notes. During the past month or 
two we have, in fact, had a preliminary warning 
as to the insecurity of our position ; a sudden 
tightening of money in Bombay led for a time 
to distinct embarrassment; in spite of our giving 
very much more favourable terms for our 
Treasury bills we found great difficulty in meeting 
our requirements and were obliged, as a temporary 
measure, to re-issue a substantial amount of 
currency notes which we had cancelled during 
the preceding months. And, of course, the depend¬ 
ence of Government upon the money market 
to supply it on credit with funds to meet the 
gap between incomings and outgoings itself 
reacts strongly upon the supply of money avail¬ 
able for trade, thus setting up a vicious circle. 
To escape from that circle is one of the most 
pressing problems before us. 
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21. What then is the inevitable conclusion 
r> , to which these considers- 

tions lead ? Putting aside 
iug the deficit from the all theoretical considera- 
proccedaof rupee or sterling tions of principle and of 
mm ’ sound financial policy, the 

financing of . a further deficit next year of an 
amount anything like the 31f crores estimated 
is simply not a practicable proposition. 1 should 
be much mistaken if we have not already reached 
the limit of safety. To attempt to increase our 
floating debt beyond the figure at which it is 
likely to stand on April 1st next would be to 
invite not only grave monetary stringency, but 
possibly even a severe crisis. To raid the Gold 
Standard Reserve, which has been built up for 
an entirely different purpose, would be merely 
putting off the evil day, and would be an ex¬ 
pedient which could be adopted only as a last 
resort, and even then purely as a temporary 
measure. To rely on the proceeds of our annual 
rupee or sterling loans to finance our deficits 
would, as I shall show later in my speech, be 
equally impracticable, seeing that we shall fully 
need the whole of these for financing our existing 
capital liabilities and productive expenditure on 
our railways. The inevitable result, in short, of 
any attempt to finance a deficit of this size would, 
in my opinion, be to force us to large issues of 
unbacked currency notes, and I am sure the 
House will agree with me that the effect of such 
inflation upon the general level of prices in this 
country, and upon our general credit, would be 
very serious. My conclusion then is, and I state 
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it with perfect confidence, that the problem 
before us is one that cannot be shelved or left to 
]be looked after itself. It is a problem which has 
to be faced, and it is my duty to aBk this House 
and the country, whatever their opinion may be 
of the particular proposals that we are making, 
to join with us in facing it. 


22. How far can wo reduce the deficit by 


Economy. 


cutting down our expendi¬ 
ture ? I have . already 


indicated the difficulties which we have encounter¬ 


ed in regard to our largest spending department, 
the Army. I have told the House that, as regards 
the Civil departments, we have cut out all new 
expenditure which cannot be proved to be of 
imperative necessity. I do not claim that further 
reductions are impossibo ; as the House knows, 
we are committed to an enquiry into the steps 
necessary to effect retrenchment, even if that 
results in curtailing departmental activities. We 
have agreed to accede to the desire of the Assembly 
for the appointment of a Committee of 
retrenchment, and an announcement will shortly 
be made on the subject. But the field of civil 
expenditure over which that enquiry can range 
is small; it does not expend to more than 
20 crores ; and though retrenchment may, and no 
doubt will be effected, it could have but a minor 
effect in restoring the balance. In any case a 
Finance Member must frame his budget, not on 
what he hopes may be effected in the future, but 
on the basis of the expenditure now actually 
being incurred. 
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24. If I have carried the House with me 
so far, I have established 
Taxation muat be in- two propositions. The first 
ere<48e " u is a two-fold one, namely, 

that the country cannot, if it has any regard for 
its credit or any thought for its future solvency, 
take refuge in the simple course of leaving the 
whole or even the greater part of this deficit 
uncovered, and further, that quite apart from 
such considerations, it would not be a practicable 
proposition to do so, even if we tried. Secondly, 
however successful our efforts may be in reducing 
our expenditure, and imperative though it is that 
we should make the attempt, it is out of the 
question to expect any relief from this source 
to be on such a substantial scale as materially 
to reduce the excess of expenditure over revenues. 
I submit, therefore, that there is no escape 
from the conclusion that it is imperative to 
take every possible step to increase our revenues. 
We can do this in two ways ; firstly, by ensuring 
that our commercial departments shall, at any 
rate, not be a burden upon tho taxpayor, and 
shall, if possible, yield a profit: secondly by 
increasing taxation. 


XXXV. 

Extract from the Report on Indian Constitutional 
Reforms. 

200. The present settlements by which the 
. , ^ . Indian and Provincial Govern- 

Fimtnaa! Devolution. m0nt8 8hare the p r00eeds o{ 

certain heads of revenues are based primarily on 
the estimated needs of the provinces, and the 
Government of India disposes of the surplus. 
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This system necessarily involves control and 
interference by the Indian Government in pro¬ 
vincial matters. An arrangement which has on 
the whole worked successfully between two official 
Governments, would be quite impossible between 
a popular and an official Government. Our first 
aim has therefore been to find some means of 
entirely separating the resources of the central 
and provincial Governments. 

‘201. We start with a change of standpoint. 
If provincial autonomy is to 
A new asis. mean anything real, clearly 

the provinces must not be dependent on the 
Indian Government for the means of provincial 
development. Existing settlements do indeed 
provide for ordinary growth of expenditure, but 
for any large and costly innovations provincial 
Governments depend on doles out of the Indian 
surplus. Our idea is that an estimate should 
first be made of tho scale of expenditure required 
for the upkeep and development of the services 
which clearly appertain to the Indian sphere; 
that resources with which to meet this expendi¬ 
ture should be secured to the Indian 
Government; and that all other revenues should 
then be handed over to the provincial Govern¬ 
ments, which will thenceforth be held wholly 
responsible for the development of all provincial 
services. This, however, merely means that the 
existing resources will be distributed on a different 
basis, and does not get over the difficulty of 
giving to the central and provincial Governments 
entirely separate resources. Let us see how this 
is to be done. 
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202. Almost every one is agreed that a 

„ , complete separation is in 

/«"**• separ * t,on theory desirable. Such dif- 
ferences of opinion as we 
have met with have mostly been confined to the 
possibility of effecting it in practice. It has been 
argued for instance that it would be unwise to 
narrow the basis on which both the central and 
provincial fiscal systems are based. Some of the 
revenues in India, and in particular land revenue 
and excise, have an element of precariousness; 
and the system of divided heads, with all its draw¬ 
backs, has the undeniable advantage that it 
spreads the risks. This objection will, however, 
be met if, as we claim, our proposed distribution 
gives both the Indian and provincial Governments 
a sufficient measure of security. Again, we have 
been told that the complete segregation of the 
Government of India in financial matters will 
lower its authority. This argument applies to 
the whole subject of decentralization and pro¬ 
vincial autonomy. It is not necessary for us to 
meet it further. Our whole scheme must be 
even and well-balanced; it would be ridiculous to 
introduce wide measures of administrative and 
legislative devolution and at the same time to 
retain a centralized system of finance. 

203. There are two main difficulties about 


, complete separation. How 

Abolition of ditided __ , ___ * ^ 

jj 0a ^ 8 are we to dispose of the 

two most important heads 
which are at present divided—land-revenue and 


income-tax—and how are we to supplement 
the yield of the Indian heads of revenue in order 
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o make good the needs of the central Govern¬ 
ment ? At present the heads which are divided 
in all or some of the provinces are :—land revenue, 
stamps, excise, income-tax and irrigation. About 
stamps and excise there is no trouble. We intend 
that the revenue from stamp duty should be 
discriminated under the already well-marked 
sub-heads General and Judicial; and that the 
former should be made an Indian and the latter 
a provincial receipt. This arrangement will 
preserve uniformity in the case of commercial 
stamps where it is obviously desirable to avoid 
discrepancies of rates ; and it will also give the 
provinces a free hand in dealing with court-fee 
stamps, and thus provide them with an additional 
means of augmenting their resources. Excise is, 
at present, entirely a provincial head in Bombay, 
Bengal and Assam, and we see no valid reason 
why it should not now be made provincial through¬ 
out India. At this stage the difficulties begin. 
Land revenue, which is by far the biggest head 
of all, is at present equally shared between the 
Indian and all the provincial Governments, except 
that Burma gets rather more than one-half and 
the United Provinces get rather less. Now land 
revenue assessment and collection is so intimately 
concerned with the whole administration in rural 
areas that the advantage of making it a provincial 
receipt are obvious. But other considerations 
have to be taken into account. One substantial 
difficulty is that, if land revenue is made entirely 
provincial, the Government of India will be faced 
with a deficit, and its resources must be supple¬ 
mented by the provinces in some form or other. 
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Moreover famine expenditure and expenditure on 
major irrigation works are for obvious reasons, 
closely connected with land revenue, and if the 
receipts from that head are made provincial, it 
logically follows that the provinces should take 
over the very heavy liability for famine relief 
and protective works. An argument of quite 
another character was also put forward. We 
were told that in the days of dawning popular 
Government in the provinces it would be well 
that the provincial Government should be able 
to fall back on the support of the Government of 
India (as, if the heads were still divided, it would 
be able to do) when its land-revenue policy was 
attacked. But it is just because divided heads 
are not regarded as merely a financial expedient 
but are, and so long as they survive, will be, viewed 
as a moans of going behind the provincial Govern¬ 
ment to tho Government of India, that we feel 
sure that they should be abolished. We propose 
therefore to make land-revenue, together with 
irrigation, wholly provincial receipts. It follows 
that the provinces will become ontiroly liable for 
expenditure on famine reliof and protective 
irrigation works. We shall explain shortly what 
arrangements we propose for financing famine 
expenditure. The one remaining head is income- 
tax. We see two very strong reasons for making 
this an Indian receipt. First, there is the 
necessity of maintaining a uniform rate through¬ 
out the country. The inconveniences, particularly 
to the commercial world, of having different rates 
in different provinces are manifest. Secondly, in 
the case of ramifying enterprises with their 
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; business centre in some big city, the province in 
which the tax is paid is not necessarily the 
province in which the income was earned. We 
have indeed been told that income-tax is merely 
the industrial or professional complement of the 
land-revenue; and that to provincialize the latter, 
while Indianizing the former, means giving those 
provinces whose wealth is more predominantly 
agricultural, such as the United Provinces and 
Madras, an initial advantage over a province like 
Bombay which has very large commercial and 
industrial interests. Another very practical 
argument is that the tax is collected by provincial 
agency, and that if provincial Governments are 
given no inducement, such as a share of the 
receipts, or a commission on the collections, which 
is only such a share in disguise, there will be a 
tendency to slackness in collection and a conse¬ 
quent falling off in rocoipts. We admit that 
these arguments have force; but we are not 
prepared to let them stand in the way of a 
complete separation of resources. Equality of 
treatment as botween one province and another 
must be reached so far as it is possible in the 
settlements as a whole, and it is not possible to 
extend the principle of equality to individual 
heads of revenue. If it should be found that 
receipts fall off, it may be necessary to creato an 
all-Indian agency for the collection of the tax, 
but this we should clearly prefer to retaining it 
as a divided head. To sum up : we propose to 
retain the Indian and provincial heads as at 
present, but to add to the former income-tax and 
general stamps, and to the latter land revenue. 
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irrigation, excise and judicial stamps. No heads 
will then remain divided. 

204. For the purposes of famine relief we 
propose that the provincial 

Famine expenditure. Bettlements shon l d maka 

allowances based on each province's average 
liability to this calamity in the past; and it will 
be the duty of provincial Governments liable to 
famine not to dissipate this special provision, 
but to hold a sufficient portion of their resources 
in reserve against the lean years. In years when 
there is no scarcity, a province should not spend 
its famine assignment on ordinary purposes, but 
should either add it to its balances or spend it 
on some defensive purpose directed to diminishing 
the cost of famine when it comes. 



THE INDIAN TARIFF. 

The general rate of duty levied on 
imports into India until 1860 was 10 per 
cent, ad valorem; almost all goods exported 
were taxed at the rate of 3 per cent. The 
duty on imports was reduced to 71 percent, 
in 1864 and 5 per cent, in 1875. Duties on 
exports were gradually repealed and in 1875 
only rice, indigo and lac were still subject to 
duty. 

The reform of the Indian tariff in accord¬ 
ance with the principles of free trade began in 
1878. The duties on a great number of 
articles, including some of the coarser cotton 
goods, were remitted in that year, and in the 
following year the duties on grey cotton 
goods, except those of the finer qualities,- 
were repealed. In 1882, with the exception 
of salt, all the remaining import duties were 
repealed. 

It is not denied that the reasons which 
led the Government to abolish the cotton 
and other duties were not merely economic. 
(XXXVIII). But at the back of the mind 
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-of our administrators was the idea that such 
portection as the tariff afforded to Indian 
industries was economically indefensible. 
Again, free trade was the policy of the United 
Kingdom, and it was thought to be wrong for 
India to levy duties on imports when the 
United Kingdom did not do so. (XXXVII). 
In the Financial Statement for 1878 we find 
the principles which governed the customs 
legislation of the United Kingdom, “ now 
admitted axioms by all who recognise the 
theoretic advantages of free trade ”, held up 
as a model for India. 

The abolition of cotton duties in 1879 
met with a good deal of opposition in the 
Viceroy’s Council; it was in opposition to the 
opinion of the majority of his Council that 
Lord Lytton carried out the measure. 

Financial pressure compelled the Govern¬ 
ment in 1894 to re-impose the tariff of 1875 
with some modifications. In December 1894 
a 5 per cent, duty was imposed on cotton 
goods and yarn imported into India, and a 
countervailing excise duty of an equivalent 
amount was imposed on cotton goods made 
in Indian power mills. Referring to the 
excise in his speech on the Cotton Duties 
Bill on the 17th December, 1894, Mr. 
Westland (Finance Member) frankly admit¬ 
ted that he did not recommend the measure 
on its own merits. The instructions of the 
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House of Commons were that if the Govern¬ 
ment of India were obliged by financial 
necessity to impose a duty on cotton goods, 
an equivalent duty must be imposed on similar 
goods manufactured in India to deprive it of 
a protective character. (XXXIX). Two 
years later the duty on yarns was removed 
and both the duty on cotton goods and the 
excise were lowered to 34 per cent. 

The Tariff Act of 1894 was amended in 1899 
with a view to check the imports of bounty-fed 
sugar from Germany and Austria-Hungary. 
In two years, 1895-96 to 1897-98, the imports 
of sugar from these two countries increased 
from 35,956 tons to 107,452 tons (XL). 
The result was the closing of Indian sugar 
refineries in many places. It was feared that 
if the imports continued unchecked, the 
cultivation of sugar-cane would be abandoned 
and some other crop substituted for it. 

The customs tariff was completely revised 
in 1916. With effect from March 1, 1916, the 
general rate of duty was raised from 5 to 74 
per cent.; the free list was curtailed ; the duty 
on iron and steel was raised from 1 to 24 per 
cent, and that on other metals from 5 to 74 
per cent., and the duties on articles subject 
to special rates, as arms and ammunition, 
liquors, cigars and cigarettes, were enhanced. 
Export duties were also imposed on tea and 
ute. The duty on cotton manufactures was- 
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not altered, as the proposal to raise them 
would havo. revived old controversies at a 
time when it was necessary to concentrate all 
attention on the war. In the following year, 
however, financial reasons compelled the Gov¬ 
ernment to raise the import duty on cotton 
goods from 3i to 7i per cent, without any 
change in the excise, which remained at 
per cent. At the same time the export duties 
imposed on tea and jute in 1916 were 
doubled. 

The customs tariff was again recast in 
the Budget for 1921-22. The general rate 
was increased from 7i to 11 per cent. Duties 
on liquors, sugar, tobacco and certain articles 
of luxury were raised and a specific duty of 
12 annas per gross boxes was imposed on 
matches in place of the old per cent. 
ad valorem duty. 

Under the stress of financial necessity 
the customs tariff was again revised in the 
Budget for 1922-23. The general tariff was 
raised from 11 per cent, to 15 per cent., 
but the duty on cotton goods was not 
altered. The duties on iron and steel, 
railway material, sugar, alcoholic liquors, 
and imported petroleum were considerably 
enhanced. The specific duty - of 12 annas 
per gross boxes of matches was doubled, 
and a duty of 5 per cent, was imposed on 
imported yarn. 
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The views of Lord Curzon’s Govern¬ 
ment on the question of a preferential tariff 
(XLI) deserve careful study. The conclusion 
of the Government was that India had 
not much to gain by Imperial preference, 
while there was a serious risk of retaliation 
on the part of foreign countries in case 
India adopted a preferential tariff. 

XXXYI. 

Extract from Sir John Strachey’s Financial 
Statement of 15th March 1877. 

My Lord, I have reserved to the end of my 
Financial difficulties statement the remarks which 
prevent the abolition of I wish to make regarding the 
the cotton duties. Customs duties on cotton 

goods. I do not now wish to re-open the discus¬ 
sion which was finally closed last year by the 
Secretary of State. It was then decided by Her 
Majesty’s Government that “ the interests of 
India imperatively require the timely removel of 
a tax which is at once wrong in principle, injurious 
in its practical effect, and self-destructive in its 
operations.” The Secretary of State, while leav¬ 
ing to the judgment of the Government of India 
the mode in which the policy thus laid down 
should be carried out, declared his opinion that 
measures for the abolition of these duties should 
have priority over every other form of fiscal re¬ 
lief to the Indian tax-payer. Financial embar¬ 
rassments arising from the depreciation of silver 
prevented any practical steps being taken last 
year in this direction. It is with regret that I 
have to announce that, for reasons similar to 
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those which prevailed a year ago, it has been de¬ 
cided that nothing can be done at the present mp- 
ment towards the abolition of these duties ; the 
financial difficulties caused by the famine are so 
serious that we cannot sacrifice any source of 
income. 

I altogether disbelieve that there is, in this 
No conflict between matter, any conflict between 
Indian and English in- Indian and English interests ; 
tereste. I am satisfied that these in¬ 

terests are identical, and that they alike require 
the abolition of this tax. I will not speculate on 
what ought to have been done if the case had been 
different, but there is one thing which I wish to 
take this opportunity of saying : we are often told 
that it-is the duty of the Government of India to 
think of Indian interests alone, and that if the 
interests of Manchester suffer, it is no affair of 
ours. For my part, I utterly ropudiato such doc¬ 
trines ; I have not ceased to be an Englishman 
because I have passed the greater part of my life 
in India, and have become a member of the 
Indian Government. The interests of Manches¬ 
ter, at which foolish people sneer, are the 
interests not only of the great and intelligent 
population engaged directly in the trade in 
cotton, but of millions of Englishmen. I am not 
ashamed to say that, while I hope that I feel as 
strongly as any man the duties which I owe to 
India, there is no higher duty in my estimation 
than that which I owe to my own country. 
I believe that our countrymen at home have 
a real and very serious grievance, and that 
it is no imiginary injury against which they com- 
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plain : I know that your Excellency has resolved 
that the Government of India shall not shirk this 
business, and there need be no fear that it will be 
regarded in any half-hearted spirit. 


XXXVII. 

Extract from Government of India , Financial 
Statement, 18th March 1878. 

50. It is not necessary now to discuss the ad- 
- The English Tariff. vantages to a country of free 

trade and the disadvantages 
of protective duties. It is sufficient to say 
that these have been admitted for many years by 
the statesmen who, of whatever party, have guided 
the policy of the United Kingdom. In pursuance 
of the principles thus accepted, the tariff of the 
United Kingdom, which, less than thirty years ago, 
subjected to duty more than one thousand different 
articles, has been brought down by various 
stages to some half dozen, of which the only 
important ones are wines and spirits, tea and 
tobacco. At the same time export duties have 
been abolished. 

51. The principles on which the Customs 

... legislation of the United 

whTdiitia r S °“ Kingdom has been based are 
now admitted axioms by all 
who recognise the theoretic advantages of free 
trade. They must be regarded as a part of the 
national policy which Great Britain has finally 
adopted, and which the Secretary of State for 
India, with the deliberate approval of the House 
of Commons, has required the Government of 
India in this country to carry out. 
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These principles are, as regards imports :— 

(1) That no duty should exist which affords 
protection to native industry and, as a corollary, 
that no duty should be applied to any article 
which can be produced at home without an equiva¬ 
lent duty of excise on the home production ; also 
that no duty should be levied except for purely 
fiscal purposes ; 

(2) that, as far as possible, the raw mate¬ 
rials of industry and articles contributing to pro¬ 
duction should be exempt from Customs tax - - 
ation ; 

(3) that duties should be applied only to 
articles which yield a revenue of sufficient import¬ 
ance to justify the interference with trade involv¬ 
ed by the machinery of collection. 

As regards exports ;—that duties should be 
levied on those commodities only in which the 
exporting country has practically a monopoly of 
production. 


54. Here then is a country which, both from 


The case of India 


its poverty, the primitive and 
monotonous condition of its 


industrial life, and the peculiar character of its 


political condition, seems to require from its 
Government, before all things, the most econo¬ 


mical treatment of its resources, and, therefore, 
the greatest possible freedom in its foreign ex¬ 


changes. 


Under these circumstances, what are the 


conditions of production and consumption in 
India? How far is it possible to construct a tariff 


of import and export duties, which will comply 
with the accepted canons of taxation ? And how 
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far does the existing tariff conform to* those 
canons ? . , 

55. In answering these questions, it will be 
found that India, by the extent and favourable 
conditions of its territory, is capable of producing 
almost every article required for the use of man. 
If, therefore, the Import Customs Tariff be main¬ 
tained, it will involve the evils of protection, un¬ 
less an excise duty to countervail the customs 
duty be imposed upon almost every item which 
the tariff now includes. Now as excise duties 
are generally costly, vexatious, and inconvenient 
forms of taxation, and would be in most cases im¬ 
practicable in India, this of itself is a reason 
against the permanent retention of the existing 
Customs tariff, and one which interposes a very 
serious difficulty in the way of constructing one 
that shall be free from objection. Since almost 
every article that is now on the tariff, or that 
could be named, is either produced or is capable 
of being produced in India, it follows that import 
duties must in every case be actually or poten¬ 
tially protective, while, with the exception of 
liquors and salt, none of them are subject to an 
excise. 


XXXVIII. 

Extract from Government of India Financial 
Statement of 13th March 1879, 

187. The Government of India naturally 
t> __ . view with much satisfaction 

Irf0ffr88fl 0T t h© j i * * A . _ 

Indian Cotton Indmtry. the great expansion oflocal 
industry whi tH bas thus taken 
plaice, and the salutary outlets fot Capital and 
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labour •fthich it affords, and does not t doubt thait 
the depression complained of will be temporary 
only. But such facts as those which have been 
■ stated' show very plainly the duty incumbent on 
the Government of taking care that the great in¬ 
crease attained in the manufacture of cotton goods 
by the Indian mills is not fostered by defiance of 
the fundamental principles of British commercial 
policy, or by improper restrictions on other classes 
•of her Majesty’s subjects. 

195. The real question which the Governor 
Government's financial General in Council has had 
difficulties arising from to consider is this :—Ought the 
the fall m exchange Government to look upon the 
inched by the iresh financial difficulties ans- 
a hoi if ion of the cotton ing from the fall in the ex- 
duties - change aR a sufficient reason 

for refusing to sanction any further remission in 
the duty on cotton goods ? And this question. 
His Excellency in Council considered, must be 
answered in the negative. The injury and loss 
which these duties are causing both to the English 
producer and to the Indian consumer, and to the 
true interests of Indian commerce and manufac¬ 
tures, are certain. Measures which, for the pre* 
sent at least, will almost completely remove tha 
protective, and, therefore, the most objectionable, 
feature in these duties, can be taken without sur¬ 
rendering any very considerable amount of re¬ 
venue. The difficulties caused by the increased 
loss by exchange are great, but they will not prac¬ 
tically be aggravated to an appreciable extent by 
the loss of £200,000. If the fresh fall in the ex¬ 
change should prove to be temporary, such a loss 
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will possess slight importance. If, on the other 
hand, the loss by exchange does not diminish, and* 
no other remedies can be applied, it will become- 
necessary to take measures of a most serious 
nature for the improvement of tho financial por¬ 
tion ; but the retention of the import duties on 
cotton goods will not thereby be rendered possible.* 
■On the contrary, such retention will become more* 
difficult than ever. •< 

199. It is, of course, true that such questions 
Political reason* in as these cannot wisely be set- 
favour of the abolition tied on economic grounds 
of the Cotton duties. alone ; but, in the present * 
case, the Governor General in Council is satisfied - 
that the political are fully as weighty as the eco¬ 
nomic reasons for the removal of the duties under 
•consideration. As observed by the Secretary of 
State, these duties place “ two manufacturing' 
communities upon whose well-being the prosperity' 
of the Empire largely depends in a position not 1 
only of competition, but of political hostility to| 
■each other.” v 

“.The impost is too much at variance with the* 

declared policy of this country to be permanently' 
upheld ; but, if the task of dealing with it be long' 
postponed, it will be the subject of controversy^ 
between interests far more powerful and embit¬ 
tered than those that are contending over it at 
the present time.” “ I will not dwell again at, 
length,” the Secretary of State wrote in another 
despatch, “ upon the political reasons which fur- 
Uish, in my judgment, the weightiest arguments 
in favour of the course which I have urged upon 
your Excellency’s Government. I need hardly 
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insist further upon the danger of keeping open 
between two great communities of Her Majesty’s 
subjects an irritating controversy which can be 
closed by one, and only one solution. It is diffi¬ 
cult to overstate the evil of permitting an industry 
so large as the cotton manufacture in India is 
Certain to become, to grow up under the influence 
of a sytem which wide experience has proved to 
be unsound, and which is opposed to the deliber¬ 
ate policy of England, nor can I view without 
serious apprehension, unless it should be the re¬ 
sult of natual causes, the gradual contraction of a 
trade which constitutes one of the strongest bonds 
of material union between England and India.” 

200. In thus ascribing great weight to the 
political reasons for the removal of these duties, 
the Government of India desires that its motive 
may nob be misunderstood. It is not, for the sake 
of averting an embittered controversy, yielding 
anything which it would otherwise be unwilling 
to concede. The impossibility of maintaining pro¬ 
tective duties is indisputable and obvious. Such 
duties must, sooner or later, inevitably be remov¬ 
ed wherever they are to be found. The existing 
duties on a great variety of articles comprised in 
the Indian tariff are, as was shown in the Financial 
Statement for last year, undoubtedly, protective ; 
and they are constantly becoming more so, as 
the industrial and manufacturing resources of 
India develop. But the removal of protective 
duties must necessarily be a work of time, 
dependent oh the state of the finances and 
on the expedients which can be devised for 
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replacing the revenue lost. The Government of 
India deems it right to begin by a single measure 
of relief which will at once and directly reach one 
great and important branch of manufacturing 
industry, rather than by spreading its exemptions 
over a large area in which their effect, though’ 
not lost, might be ill-defined and uncertain. 

It is not surprising under these circumstances 
Equality of treat- that Lancashire should 
went between Bombay jealously scrutinize all the 
and Manchester deair- advantages which its rivals in 
a ° e * the East may possess, and 

should raise objections to any artificial advantages 
being added to those which nature already con¬ 
fers. And these considerations add a special 
responsibility to those who, either in this country 
or in England, have the administration of these 
matters. Whatever be the imniediate future of 
the Lancashire industry, it behoves us to be care¬ 
ful that none of its misfortunes—if any such should 
be in store—be in any way attributable to any 
unequal action on our part. The history of the 
past 10 or 15 years shows that Indian industries 
in a fair field and without any adventitious aid, 
can even more than hold their own ; and mill- 
owners and merchants in India are at one in 
declaring that they want no special terms of any 
kind, no treatment in which Manchester is not 
admitted to a perfectly equal share. 

We are anxious, therefore, on these grounds 
to secure a perfect equality of treatment—not 
merely an equality attained by different processes, 
calculated to lead to a result that in our opinion 
shall be equal, but an equality that shall be 
conspicuously such—a system that shall weigh 
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in precisely the same way and to precisely the 
same degree on both sides. We have always 
wished to hold the balance with perfect fairness 
between the two parties, and to give to neither 
of them any reasonable claim that it is subjected, 
so far as cotton duties go, to any disadvantage as 
compared with the other. We admit that the 
means by which we have sought to "attain this 
equality leaves something open to controversy ; 
our desire is now to close that controversy by 
assimilating the methods as well as by equalising 

the results.- 

XXXIX. 

Extract from the Proceedings of the Council ■ 
of the Governor General of India held on 
the 17th December , 1894. 

Cotton Duties Bill. 

The Honourable Mr. Westland said :— 

I have now to ask the permission of the 
Proposal to levy ex- Council to supplement the 
cise duties on cotton imposition of import duties 
Roods manufactured in on co tton goods by introdud- 
n snu,^ mg a Bill for the levy of excise 

duties on certain cotton goods manufactured in 
India. 

I would not be dealing straightforwardly 
with the Council if I pretended that this measure 
was recommended by the Government, of India 
on its own merits. No Government would desire, 
except under the extremest stress of financial 
necessity, to impose a duty upon an industry 
so deserving of any fostering care which the 
Government can bestow upon it, as the ootton 
mannfaoturing industry of India, The proposal 
I mate is therefore not made on its owe merits. 
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tut as the necessary accompaniment of the fiscal 
measure which I have already to-day laid before 
-the Council—a fiscal measure which we believe to 
be rendered necessary by the financial circum¬ 
stances in which we find ourselves. 

Her Majesty’s Government, representing the 
supreme authority in the administration of India, 
and following the instructions of the House of 
•Commons, have stipulated that if we are obliged 
by stress of finance to impose an import duty on 
, cotton goods, we must deprive it of protective 
character by imposing an equivalent duty upon 
similar goods manufactured in India, to the extent 
to which these enter into direct competition with 
goods imported from the United Kingdom. I do 
not desire to discuss this condition. It is a 
decision arrived at by an authority which is as cap¬ 
able of pronouncing a judgment on the economic 
-question as the Government of India is, and which 
has, by the constitution of the Government of 
India, the authority to enforce it. 

The part which the Government of India 
have taken in the discussion of the subject 
has been, in the first place, to lay before Her 
Majesty’s Government such arguments on the 
subject as occurred to themselves or as were com¬ 
municated to them by various representative bodies 
in this country ; and, in the second plaoe, after 
receiving the decision of Her Majesty’s Govern¬ 
ment on the matter, which they accept as a fully- 
instructed decision, to consider in what manner 
they can carry out the requirements of the House 
•of Commons, while at the same time conserving to 
the utmost degree consistent with those require- 
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ments the interests of manufacturers in this coun* 
try, and avoiding to the utmost possible extent 
all interference with the process of manufacture 
and production in this country. 

The Bill which I now ask leave to introduce 
sets forth in legislative form the method in 
which we propose to carry into effect the results 
of our considerations. 


XL 


Countervailing duties on bounty-fed sugar 

IMPORTED INTO INDIA. 


Letter from the Government of India (Finance 
and Commerce Department) to the Secretary 
of State for India, dated Calcutta , 26th 
January 1899. 

We have the honour to acknowledge the receipt 
of your Lordship’s Despatch No. 149 (Revenue)- 
dated the 25th August 1899, referring to para¬ 
graph 4 of our Financial Despatch, No. 129 of 
5th May, 1898, and requesting to be furnished 
with a fuller expression of our views in regard. 
to the proposed levy of countervailing duties on 
bounty-fed sugar imported into India. 


The total imports of refined or crystal¬ 
lised sugar from Austria- 
Hungary and Germany into 
India during the last three 
years as given in the Trade 
and Navigation accounts 


Increase in the imports 
of bounty-fed sugar from 
Germany and Austria- 
H unwary and its effect on 
the Indian industry. 
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are quoted in the margin*. It may be assumed 
that the imports of sugar from these countries 
represent bounty-fed beet sugar, which is being 
diverted to India in consequence of the closing of 
the American market by countervailing duties. 
The striking increase in the imports dates only 
from 1897-98. Simultaneously with these im¬ 
ports from Germany and Austria-Hungary 
imports from Mauritius have continued on the 
scale of preceding years, and prices of imported 
sugar are at present much lower in this country 
than in the past. They compete in the up- 
country bazaars not only with the best kinds of 
native sugars, but also with the commoner kinds 
of native sugar, produced by a rudimentary system 
of refining, There is evidence that the profits of 
native sugar refiners have in consequence been 
considerably diminished, that they have had 
difficulty in disposing of their stocks, and that 
in some places refineries have been closed. How 
far these effects are likely to be permanent it 
is impossible to say. Enquiries have been initiat¬ 
ed in our Department of Revenue and Agriculture, 
as the enclosed copy of letter will show, and they 
will be supplemented by enquiries into the prices 
of both refined and coarse sugar which will be 
undertaken by the Director-General of Statistics. 
With these data before us we shall hereafter be 


• 

| 1895-96. 

1896-97. 

1897 98. 

1 Tons. 

[ R 

Tons.) R. 

Tons. J R, 

Austria. 
Hungary ... 
Germany ... 

246 

35,91' 

63.582, 1 6,775|l,313.792 
8,750,2251 37,9408.757.394 

47,287 10,445,039 
60,165 12,788.053 



172 


THE* INDIAN TARIFF 


in a position to express the final, or, at any rate 
a more confident opinion on the policy, of im¬ 
posing countervailing duties. Meanwhile, as 
Her Majesty’s Government wish to •determine 
within the next few months what course they 
should pursue, we indicate the general considera¬ 
tions by which we should be guicjed in arriving 
at a decision. 

3. We have already said that owing to low 

The cultivation of sugar. P^ces, which arc popularly 
pane might be abandoned connected with the great 
in India if the impnits increase in, the imports 
continued unchecked. f r0m abroad, the sugar re¬ 

fining industry in India is at present unprosperous. 
Among the poorer classes there is a considerable 
consumption of unrefined sugar, and we are at 
present without evidence as to what extent, if 
any, the commoner kinds of refined sugars, 
Whether of native manufacture or imported, are 
taking the place of unrefined sugar among those 
classes or reducing its price. But the probabili¬ 
ties are that, if the imports from foreign countries 
continue to increase, the demand for sugar and 
the price of unrefined sugar will be affected if it 
has nob already been so. If this movement were 
carried beyond a certain point, it would result in 
the abandonment of the cultivation of sugar-cane 
and the substitution of some other crop on those 
lands on which the cultivation is now conducted 
least advantageously. It is possible that this 
might take place to an extent sufficient to affect 
the security of our land revenue or canal receipts, 
as lands irrigated from canals rank among those 
most advantageously situated for the purpose of 
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sugar-can© cultivation. On this subject, reference 
may be made to a passage towards the end of 
Sir John Strachey’s Financial Statement for 
1877-78. 

4. The direct discouragement of the manu¬ 
facture of refined sugar, whether by European 
or native firms, would be a serious evil in itself. 
Within the last twenty years a great impulse has 
been given to the cultivation of sugar-cane by 
the introduction of improved sugar mills which 
enable the cultivators to extract more juice from 
the canes, and the number of sugar factories has 
increased greatly. We cannot but view with 
disapproval any influence which tends to dis¬ 
courage the growth of manufacturing industries 
in a purely agricultural country, and this is more 
especially the case when the manufacture works 
up the produce of a crop which State irrigation 
has rendered to a great extent independent of 
seasonal vicissitudes. 

We have, etc., 

(Sd-) CURZON OF KEDLESTON. 

XLI. 

Preferential Tariffs. 

Extract from a letter from the Gooernment of 
India , in the Finance and Commerce Depart -• 
mentj to the Secretary of State for India, 
dated Simla , the 22nd October , 1903 , 

12. Our Honourable Financial Colleague has 
shown in his Minute, to which allusion has already* 
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been made, that although British imports into 
India to the value of 23 millions sterling are prac¬ 
tically secure from foreign competition even under 
present conditions, yet there remain imports of 
the value of approximately 10 millions sterling in 
which effective competition prevails. In respect 
.of these a substantial preferential tariff against 
the foreigner would be of material benefit to the 
British manufacturer. 


13. But as regards India, the balance of ad- 


Tbe adoption of a pre 
ferential tariff would 
cause loss to India 'I he 
danger of letaliation 
fiom foreign countries. 


vantage is distinctly adverse. 
In the first place, we might 
be forced to shape our policy 
not in accordance with our 
own needs, but in accordance 


with the interests and demands of other consti¬ 


tuents of the Empire. Secondly, we should lose 
a portion of the revenue that we receive at pre¬ 
sent from British and Colonial imports, being left 
to make up the deficit by enhanced duties on 
foreign goods. As the latter are only from one- 
fourth to one-third as great in value as the 
former, it might prove difficult to secure in a suit¬ 
able manner the maintenance of our present 
revenue from Customs. The last and greatest 
source of injury, viz., the probability of retaliation 
by foreign countries, and its consequences to our 
trade and our financial situation is discussed in a 
later paragraph of this despatch. On the other 
hand, the preferential advantage which we might 
hope to receive is neither large nor assured. If 
■duties are not to be imposed on raw materials im¬ 
ported into the United Kingdom, India can receive 
no advantage in the home market for these. In 
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the case of tea, India and Ceylon already divide 
between them more than nine-tenths of the trade 
of the United Kingdom. A reduction of the pre¬ 
sent duty of tid. alb. might not improbably stimu¬ 
late consumption and would so far benefit this 
country, but for preferential treatment as such 
there is very little room. In the case of wheat 
there is ample room ; but the supply from India 
though increasing is still uncertain; any advantage 
that might be given would be shared not 
merely with Canada, Australia and New Zealand, 
but also with growers in the United Kingdom it¬ 
self ; and moreover it seems inevitable that any 
duty that may be imposed on thiB article, and 
therefore any preference to India, must be of rela¬ 
tively small amount. In the case of rice, India 
already supplies two-thirds of the demand in the 
home market. The only considerable articles of 
consumption that remain are coffee and tobacco. 
Of the former, our total exports to all countries 
amount to only about one-third of the foreign 
import into the United Kingdom, and a large pro¬ 
portion—exceeding ^6200,000 worth per annum— 
finds a profitable market in France notwithstand¬ 
ing the relatively heavy duty^levied in that coun¬ 
try. Indian tobacco is at present very unfavour¬ 
ably treated in the United Kingdom, being subject 
to the same specific duty as the higher valued 
American article. If the two were placed on a 
footing of equality, and still more if the Indian 
article were accorded preferential treatment, our 
trade should receive a considerable stimulus, al¬ 
though pipe tobacco, for which the demand in 
England is so large, has not hitherto been manu- 
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factured successfully in this country. We may- 
add that Indian indigo would benefit by discrimina¬ 
tion against the artificial product. 

As regards this second alternative, we are of 
opinion that a preference of one-fourth, calculated 
on a very low rate of duty, would be of little ma¬ 
terial advantage to British manufacturers export¬ 
ing their wares to India. A large proportionate 
preference, or the same proportion calculated on 
a relatively high rate of duty, would be likely 
seriously to affect the trade of foreign countries in 
manufactured goods, and in proportion as it 
benefited the British manufacturer would tend to 
embroil us with the foreigner and provoke the 
latter to measures of retaliation. 

14. This brings us to the consideration of 
, T , the very important point to 
Minute War ftW8 whhfi 1 - reference has been 
made in more than one pre¬ 
vious passsgo of this despatch, viz., the possibility 
that the concession of a preferential traffic to 
British goods might lead to reprisals by foreign 
nations, and the consequences thereof to our trade 
and our financial position. The question has been 
considered with much fulness by our Honourable 
Financial Colleague Sir Edward Law, in a minute 
which is annexed hereto. Our Honourable Col¬ 
league lays great stross on the fact that a large 
proportion of our export trade consists of raw 
products and that foreign countries are interested 
in obtaining these at the cheapest rates, as well 
as in supplying us with their manufactures. He 
has discussed with abundance of detail the trade 
of India with each of our more important foreign 
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customers, \md has shown the extent to whjoh 
in his judgment, the cardinal fact above stated 
is likely to prove effectual in averting retaliation. 
His view is that in respect of a number of these 
countries, the position of India is one of consider¬ 
able defensive strength, but that this is not the 
case with every country nor by any means with 
regard to all classes of produce exported ; and he 
arrives at the conclusion that, with a few possible 
exceptions which he enumerates, it is more in the 
interest of India to leave matters as they are 
than to embark on a new fiscal policy, unless 
by its adoption very great advantages should be 
secured for our exports to the United Kingdom 
and the Colonies. 

15. We desire, however, to state our opinion 

T ,. . on this point somewhat 

India enioys a monopoly * 

of production in the case more emphatically than our 
of a limited number of Honourable Colleague has 
articles. The foreign de- done. As already explained, 
““"km f of her exports we are nob of opinion thab 
is elastic. India can expect very 

material advantages in the 
Imperial market by any measure which appears 
to be within the range of discussion. On the 
other hand, our Honourable Colleague may have 
underrated both the power of retaliation which 
foreign countries possess, and also their readiness 
to use it. We are fully alive to the value of tha^ 
safeguard that we possess in the fact that much 
of our export consists pf the materials used in 
foreign industries, and we believe that, in normal, 
conditions, foreign nations will be deterred by, 
the powerful motive of self-interest from striking. 
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at us lest in doing so they toight injure them¬ 
selves. But it would seem to us to be unwise 
to rely too much upon the hypothesis that India 
enjoys an effective monopoly in any large number 
of articles which are essential to the existence 
of foreign industries. Such a monopoly we at 
present bold with regard to jute and perhaps 
the coarser classes of jute manufactures, as also 
in til Beed, lac, teak wood, myrabolams, and 
mowra, while in some other articles we enjoy 
advantages of the nature of a modified monopoly 
owing to their limited production in but very 
few countries. With regard, however, to the 
greater portion of our exports, they compete 
successfully in foreign markets by reason of 
their cheapness rather than of their quality or 
kind. We cannot feel confident that the con¬ 
ditions and requirements of foreign countries 
have yet been ascertained with the precision and 
fulness necessary to make them a sufficiently 
broad and stable basis on which to rest a fiscal 
policy of very problematic value to India, whilst 
the consequences of failure might result in irrepar¬ 
able disaster. 

10. In this connection we desire to empha¬ 
size, with all the weight at 
Tbe need for maintain our command, the argument 

^orated in paragraph 

country 138 of our Honourable 

Colleague’s Minute. The 

factor there stated is peculiar to India, and differ¬ 
entiates her ease in relation to the matter under 
discussion from that of any other member of 
the Empire. India is a debtor country. Her 
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net obligations are approximately 16 milliorte 
sterling per annum. The major part of this 
great charge is payable in a currency differerit 
from that in which her revenues are collected. 
The only means consistent with national solvency 
of discharging this obligation lies in the preserva¬ 
tion of an equivalent excess of exports over 
imports; in other words in maintaining a 
sufficiently favourable balance of trade. It is 
therefore a vital object with us to stimulate our 
exports by every means in our power, to seek new 
markets and develop old ones, and to remove all 
obstacles which stand in the way of growing ex¬ 
ternal demand. If then, notwithstanding the 
safeguards which we possess, we should unhappily 
be drawn into tariff wars with powerful countries, 
it cannot he doubted that, whichever way the 
ultimate victory might incline, our export trade, 
would for the time being be injuriously affected. 
Such a result would be fraught with the gravest 
consequences. By ten years of effort, sacrifice 
and perseverance we have slowly built up a fair 
measure of public confidence in the stability of 
our finance. Exchange has been steadied; our 
credit is good and improving; our rupee securi¬ 
ties are rising in relative value in the London 
market; and we have created the nucleus of a 
reserve of gold. But if by a change of fiscal 
policy the balance of trade in our favour should 
dwindle or disappear, the whole work of ten 
years would be sacrificed; and the setback to our 
trade, our revenues, and our credit would im¬ 
mensely outweigh any benefits that we might, 
reasonably expect from the most unconditional 
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.surrender of our opponents in the war of tariffs. 
.We cannot sufficiently impress this danger on 
,your attention. Even if the chances of success 
.were greater than we conceive them to be, we 
v hold that the certain cost of the struggle and 
the severe penalties of defeat would be too heavy 
a price to pay. 

< 17. Our conclusions then, based on the 

i . imperfect information before 

- Conclu81ons - us, and having regard to 

4he hypotheses which we have framed as to 
■the terms on which India might participate in a 
policy of preferential tariffs within the Empire, 
pre as follows :— 

" Firstly , that without any such system, India 
^already enjoys a large, probably an exceptionally 
large, measure of the advantages of free exchanges 
pf imports and exports. 

Secondly , that if the matter is regarded 
exclusively from an economic standpoint, India 
^has something, not perhaps very much, to offer to 
the Empire ; but that she has very little to gain 
in return; and that she has a great deal to lose 
or to risk. 

• . . Thirdly , that in a financial aspect the danger 

f to India of reprisals by foreign nations, even if 
Jtevehtually unsuccessful, is so serious and their 
^results would be so disastrous, that we should not 
be justified in embarking on any new policy of 
•the kind unless assured of benefits greater and 
•more certain than any which have, so far, present¬ 
ed themselves to our mind. 
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2L In view of what has been said in para- 
• ■ ., „ graph 15 of this Despatch,. 

we need scarcely affirm that 
any actual measure of re¬ 
taliation should only be adopted with the greatest 
caution, and iu the last resort, and in circumstances 
which in the most careful judgment afford a 
strong assurance of success. We would avoid all 
tariff wars, and we recognize that it would be a 
calamity should we become involved in such 
struggles with the important purchasers of our. 
exported produce. In no circumstances whatever 
should we allow a policy of retaliation to develop 
into one of aggression. All that we seek is that* 
we shall not be pledged in advance to accord' 
equal treatment to the imports of all countries 
alike, irrespective of whether they penalize our 
exports or not. And we are hopeful that the merd 
announcement that our hands are free will of it-’ 
self suffice to maintain us in the enjoyment of 
that considerable measure of free exchange which 
we already possess, and from time to time even* 
to extend it. '* 


We have, &c., 

(Signed) CURZON. 

„ T. RALEIGH. 

„ E. FG. LAW. ; 

„ E. R. ELLIS. 

ltl „ A.,T. ARUNDEL. 

* - DENZIL IBBETSON t 
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XLXI. 

Extract from a Minute by the Honourable Sir 
E . FG. Law , K . G. M. G., Financial Member 
of the Council of His Excellency the Viceroy 
and Governor-General of India , dated 31st 
August 1903, 

Conclusions. 


136. Before attempting to draw any con¬ 
clusions from the above ex- 


Dangers of embark¬ 
ing on a new fiscal 
policy 


amination of such facts as 
can be ascertained, I must 
once more insist that the 


information at our disposal for a correct appreci¬ 
ation of all the numerous points involved in tho 
question under cosideration is insufficient. It 
requires to be supplemented by enquiries as to the 
uses to which Indian produce is put when received 
in foreign markets; and without such full inform¬ 
ation in this respect as could only be obtained 
by local enquiries in the different countries 
concerned, we cannot say with certainty how far, 
in the case of a tariff war, each individual country 
could afford to assume an aggressive attitude, 
hampering the supply of raw materials required 
for its industries. At the same time, I feel 
sufficiently confident that with the great majority 
of the countries with which we trade, and as 
regards the very great bulk of our exports of 
raw material, we are not only i$ a safe position, 
but we could afford, in certain instances, ourselves 
to assume the aggressive by going so far as to 
impose duties on the exportation of produce they 
require for their industries. This is not the case* 
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with every country, or by any means with regard 
to all classes of produce exported, and with 
possible exceptions in the case of Russia, Austria, 
Germany and Belgium, it seems to me to be more 
m Indian interests to leave matters as they are, 
than to embark on a new fiscal policy, unless, 
indeed, by its adoption very great advantages 
could be obtained by preferential discrimination 
in favour of our exports to the United Kingdom 
and Butish Colonies and Possessions. 


137. I have indicated as far as possible how 
far it would appear that such advantages might 
be obtained, but in existing circumstances, and 
m view of the fact that our exports consist almost 
entirely of raw material and produce, it does not 
appear piobable that materially important 
advantages could be offered to us under a system 
of preferential tariffs in our favour, adopted in 
other parts of the Empire. The gam to the 
United Kingdom would probably be considerable, 
as also to the Mauritius, but I doubt if our tiade 
relations with other parts of the Empire would 
be materially advanced in their favour by any 
far-reaching change of policy 


138. In my opinion it might be difficult to 
„ . t „ , , show that a preferential trade 

woul P ro ™ “y P 1 . 6 " 

judicial to Indian interests, 


but, should we be urged to join in a general 


preferential arrangement, I think that it would 
be our duty to point out very strongly that, if 


our export trade with foreign countries were in 


any way seriously prejudiced, we should run a 
very grave risk of disturbing the balance of trade, 
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now ptrongly in our favour and we might find 
ourselves once more plunged into the deep sea of 
trouble arising from a depreciation of the exchange 
value of our rupee currency. 

139. The situation appears to me to be this, 

that India could probably 
ndia might become m Ve without serious danger 
tariff wars. some small preference on her 

present low tariff rates to 
imports from other parts of the Empire; but she 
has little to gain by so doing, and would incur a 
risk of difficulties with her foreign customers in 
proportion to the extent of preference given in a 
system of inter-imperial preference, and to the 
rates of the tariff on which it was given. If we 
were to raise our average tariff rates to, say, ten 
per cent., (which I would not in any case 
recommend), so as to give an appreciable pre¬ 
ference of 2^ to 3 per cent, to our Imperial 
relations, such a difference might so affect our 
import trade with our foreign customers for 
exports, that they would necessarily consider 
the advisability of retaliation, and we might be 
landed in a series of tariff wars, the results of 
which we cannot foresee with certainty. On the 
other hand, such very small preferential advantage 
as might probably be given with fair prospects of 
safety, on generally low average tariff rates, 
would hardly be likely to afford such advantages 
to British manufacturers as would prove of 
material benefit to their interests. 

140. Two important points must, however, 

x A be borne in mind in con- 

E emente of strength. s i^ 0r j n g the whole question. 
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first, that most of the foreign countries which 
would be likely to reseDt the introduction of an 
inter-imperial preferential tariff, are interested 
i both in obtaining our raw produce and in supply¬ 
ing us with their manufactures, and that this 
situation gives us a double weapon to use against 

them if necessary.second, that the percentage 

of profit on manufactured goods is, as a rule, 
considerable, and consequently trade in many 
manufactured articles might not suffer appreciably 
from a small percentage of increase in cost. A 
relatively much smaller increase in the percentage 
of cost of raw material and produce would 
seriously check importation, unless the supply of 
such commodities were necessary for important 
industries and were so limited as to partake of 
the nature of a monopoly. I have already shown 
that a large proportion of Indian exports, 
consisting almost entiroly of raw material and 
produce, is of that nature. * 


THE REPORT OF THE INDIAN 
FISCAL COMMISSION. 

The publication of the report of the 
Fiscal Commission is an important event in 
the fiscal history of India. In spite of the 
Minute of Dissent, the report of the Fiscal 
Commission is a valuable document. In a 
sense, the Fiscal Commission may be regard¬ 
ed as having completed the work of the 
Indian Industrial Commission. The tariff 
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policy of a country has an important bearing 
on its industrial development, but the con¬ 
sideration of India’s fiscal policy was not 
included in the scope of the Industrial Com¬ 
mission. The Fiscal Commission has now 
recommended the adoption of a policy which 
will have a permanent and far-reaching 
effect on industrial life in India. 

The majority report recognises that 
a the industrial development of India has 
not been commensurate with the size of 
the country, its population and its natural 
resources,” and it recommends the adoption 
of a policy of protection to be applied 
with discrimination with the object of 
stimulating Indian industrial enterprise. This 
policy has been recommended in the best 
interests of India, and every one will admit 
that the members of the Fiscal Commission, 
both European and Indian, have considered 
the whole question of India’s future tariff 
policy, which seriously affects British in¬ 
terests, primarily from the Indian point of 
view. For the first time in our fiscal history 
it has been definitely recognised that Indian 
interests are of the first importance in 
framing a fiscal policy for India. We havq 
travelled far from those days when tariff 
changes in India were determined by the 
requirements of British manufacturers. 

There is no difference of opinion be¬ 
tween the majority and the minority as- 
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regards the fisoal policy best suited for 
India: the minority declare that this is 
“ Protection,” the majority recommend “ Pro¬ 
tection applied with discrimination.” Even 
if the majority had recommended unqualified 
protection, it could not be applied without 
proper discrimination. Every one recognises 
that protection will raise prices and impose 
heavy burdens on certain classes of our con¬ 
sumers. It is certainly desirable that, as far 
as possible, the rise of prices should be 
restricted. It is difficult to see what 
advantage will be gained by extending pro¬ 
tection to industries which will not benefit by 
it, or by imposing unnecessarily high duties 
on imported articles. There is great need 
for the exercise of caution in applying the 
principles of protection to India. We are 
trying a new experiment, and we should pro¬ 
ceed carefully. Let us not forget that pro¬ 
tection is not an unmixed good. Protection 
is an expensive thing ; a heavy price has to 
be paid for developing national industries. 
The country is prepared to pay the price of 
protection, but there is no reason why the 
people should be called upon to make heavier 
sacrifices than is necessary, or why the cost 
of protection to the consumer should not be 
reduced as much as it can be reduced con¬ 
sistently with our aim—the development of 
our industries. 
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One cannot, therefore, quarrel with the 
majority because they have not declared 
themselves in favour of unqualified protection 
for India. For practical purposes the 
difference between “ unqualified protection ” 
and “ protection with discrimination ” is 
very little, for no country can afford to apply 
protection without due regard to the interests 
of consumers, and that must mean protection 
with discrimination. 

The minority, however, have done well 
to emphasize that our object in adopting 
protection is not merely to encourage the 
manufacture of simpler forms of goods. One 
may hope that in the course of the next 
20 years India will he able to produce finer 
cotton fabrics, other more elaborate and 
finished manufactures and, as our iron and steel 
industry develops, also complex machinery. 
The industrial development of India 
will be slow, as the industrial deficiencies of 
India are many and they can be only slowly 
remedied, as for example, the want of 
technical knowledge and skill. But no limits 
can be placed on our industrial advance, and 
I do not think that the majority report seeks 
to impose any such limits either. The 
concluding remarks of the majority report 
are addressed to the British manufacturer, 
who is asked to believe that in the long run 
protection in India will not' injure him. 
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These remarks do not mean that India may 
be allowed to manufacture simpler forms of 
goods and that she should be prevented from 
manufacturing more complex forms of goods. 
For many years, of course, we are likely to 
concentrate on the simpler forms of manu¬ 
factured goods, and the British manufacturer 
may draw from this what consolation he can. 
But as our industries develop and home 
production increases, British imports into- 
India are likely to diminish. The maiority 
report attempts to show that in spite of 
increase in home production, British cotton 
imports have considerably increased : “ In 

1878-79 there were 12,983 power looms in 
India; in 1920-21 there were 118,400. 
Nevertheless, the value of imports of cotton 
piece-goods, which was 1,394 lakhs in 1878-79, 
had risen to 8,378 lakhs in 1920-21. And 
even if we take a pre-war year so as to 
eliminate the factor of the recent rise in 
prices, we find that in 1913-14 the value of 
imports was 5,817 lakhs at a time when there 
were 96,688 power looms in India.” These- 
figures are somewhat misleading, for, as is 
well known, the rise in prices sometimes 
conceals a decrease in the quantities of goods 
imported or exported. The quantities of 
cotton goods imported from the United 
Kingdom in 1878-79, 1880-81, the average 
imports in 1881-82 to 1885-86 and in 1920-2^ 
are shown by the following table :— 
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Piece-goods imported into India from the 
United Kingdom in thousands of yards. 



1878-79. 

1880-81. 

1881-82 | 
to 

1885-86. 

1920-21. 

Grey (un¬ 
bleached.) 

763,074 

1,160,745 

1,097,813 

420,287 

White 

(bleached) 

190,701 

282,764 

277,771 

408,560 

-Coloured, 
printed or 
dyed. 

158,890 

315,373 

305,863 

, 

448,598 


As compared with the average imports in 
1881-82 to 1885-86, British imports of grey 
goods decreased 62 per cent, in 1920-21. 
The increase in the imports of bleached 
goods, and dyed and coloured goods was 47 
and 46 per cent, respectively. 

On the subject of Imperial Preference 
the majority report has suggested that no 
such policy should be adopted without the 
free consent of the Council of State and the 
Legislative Assembly, while the minority 
report insists that Imperial Preference 
Can be adopted only “ on the distinct con¬ 
dition that India should in this matter be put 
ton the same footing of freedom as is enjoyed 
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by the Self Governing Dominions, and that 
the Non-official members of the Legislative 
Assembly should be given power by legislation 
or other equally effective means to initiate, 
grant, vary and withdraw preference as may 
be necessary in the interest of India in all 
its aspects.” Both the majority and the 
minority reports show a proper appreciation 
of the Indian point of view in dealing 
with the question. The majority report 
refers to the examination of the question 
by Lord Curzon’s Government in 1903 
and recognizes that while the situation 
to-day, in the main, is still the same, “ such 
change as has taken place has been to the 
disadvantage of the British Empire.” 

XLIII. 

Summary of the mam recommendations of the 
Indian Fiscal Commission , 1921-22, 

Reference. 

“To examine with reference to all the 
interests concerned the Tariff policy of the 
Government of India, including the question of 
the desirability of adopting the principle of 
Imperial Preference, and to make recommenda¬ 
tions. 

Preliminary Conclusions. 

That the industrial development of India has not 
been commensurate withe the size of the country, 
its population, and its natural resources, and that 
a considerable development of Indian industries 
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would be very much to the advantage of th& 
country as a whole. 

Principal recommendations. 

1. (a) That the Government of India adopt 
a policy of Protection to be applied with discrimi¬ 
nation along the lines indicated in this Beport. 

(b) That discrimination be exercised in the 
selection of industries for protection, and in the 
degree of protection afforded so as to make the 
inevitable burden on the community as light as 
is consistent with the due development of 
industries. 

(c) That the Tariff Board (see below) in 
dealing with claims for protection satisfy itself— 

(i) That the industry possesses natural 

advantages; 

( ii ) that without the help of protection it 

is not likely to develop at all, or not 

so rapidly as is desirable; 
and 

(iii) that it will eventually be able to face 

world competition without protection. 

(d) That raw materials and machinery be 
ordinarily admitted free of duty, and that semi¬ 
manufactured goods used in Indian industries be 
taxed as lightly as possible. 

(e» The industries essential for purposes of 
national defence and for development of which 
conditions in India are not unfavourable, be 
adequately protected, if necessary. 

(/) That no export duties be ordinarily 
imposed except for purely revenue purposes, 
and then only at very low rates ; but that when 
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it is considered necessary to restrict the export of 
food grains, the restriction be effected by tempor¬ 
ary export duties and not by prohibition. 

2. That a permanent Tariff Board be 
created whose duties will be, inter alia , to 
investigate the claims of particular industries to 
protection, to watch the operation of the tariff, 
and generally to advise Government and the 
Legislature in carrying out the policy indicated 
above. 

3. (a) That no general system of Imperial 
Preference be introduced ; but 

( b) That the question of adopting a policy 
of preferential duties on a limited number of 
commodities be referred to the Indian Legislature 
after preliminary examination of the several 
cases by the Tariff Board. 

(c) That if the above policy be adopted, 
its application be governed by the following 
principles :— 

(i) That no preference be granted on any 
article without the approval of the 
Legislature. 

(ii) That no preference given in any way 

—diminish the protection required by 
Indian industries. 

(iii) That preference do not involve on 

balance any appreciable economic 
loss to India. 

(d) That any preferences which it may be 
found possible to give to the United Kingdom be 
granted as a free gift. 
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(e) That in the case of other parts of the 
Empire preference be granted only by agreements 
mutually advantageous. 

4. That the existing Cotton Excise Duty 
in view of its past history and associations be 
unreservedly condemned, and that tlie Govern¬ 
ment and the Legislature start again with a 
“clean slate ”, regulating their policy solely in 
the interests of India. 


XL IV 

Extract from the Report of the Indian Fiscal 
Commission, 1921-22. 

The Principle of Discrimination. 

88. The fundamental principle that guides 
us may he stated quite shortly. It is that the 
temporary sacrifice, which even the most 
successful protection must entail, should be 
restricted to the minimum necessary to attain 
the object aimed at. The principle, when stated, 
is self-evident, but we lay stress upon it, partly 
because it sometimes escapes attention, with the 
result that enthusiasm for the end makes it 
•appear that there is something essentially desirable 
in the means; partly because our decision in 
favour of protection is based on the viow that the 
gain to the country will outweigh the loss, and 
this will only be true provided no unnecessary or 
useless burdens are imposed ; and partly because 
India, owing to the poverty of the mass of the 
people, is a country in which it is specially 
important that the principle should be emphasised. 
We reject therefore all proposals which would 
found Indian protection on an indiscriminate 
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high rate of duties. Any such system would 
protect industries unsuitable as well as suitable, 
and would impose on the consumer a burden in 
many cases wholly gratuitous. 

89. The burden ou the consumer may be 
Discrimination will viewed in two aspects, the 
(t) restrict the iise of extent and the duration, and 
P rices in both the importance of 

discrimination in roducing the burden to a mini¬ 
mum is clear. With regard to the extent of the 
burden, namely the rise in prices, we have already 
shown that the fower the articles on which 
increased duties are imposed, the smaller will be, 
not only the direct offect arising from cost of 
these articles and their substitutes, but also the 
indirect effect through a riso in the general level 
of prices. We need not recapitulate the im¬ 
portance to the great mass of the people and to the 
interests of agriculture of restricting the rise of 
prices to a minimum. This can only be achieved 
by exercising a wise discrimination in the 
selection of industries for protection. 


90. From the point of view of the duration 
... . Mi,. • , °* the burden also it is clear 

^bitaSL. 4 * Pe ' ,0d that discrimination is of the 
first importance. ]f pro¬ 
tection is extended to unsuitable industries, they 
will never reach the stage at which the shield of 
protection can be discarded, and will remain 
a permanent burden on the community. The 
duration of the burden will also be extended if 
protection operates to prolong inefficient methods 
of production. Ab an instance of this possibility 
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we may refer to the view of the Indian Sugar 
Committee of 1920. After a detailed enquiry 
into the conditions of the sugar industry they 
came to the conclusion that, at the time at which 
they wrote, the degree of protection, direct or 
indirect, enjoyed by the industry was sufficient, 
and they added:—“We fear that any increase in the 
duty might result in bolstering up an inefficient 
industry to the detriment of the consumer; and that 
secure behind a high protective wall, factories in 
India might make no effort to reach the standard 
of those in other sugar producing countries, 
notably in Java, where the industry has been 
able to dispense with any protection, subsidy, 

or assistance from Government.” 

91. When we turn to the interests of 
industries themselves we 
" rive at the s . ame conclusion, 
that protection must be 
applied with discrimination. Thero would be a 
real danger to the industrial progress of the 
country if any attempt were made by high 
or indiscriminate protective duties to force the 
lace too rapidly. If unnecessarily high duties 
were imposed, a large number of concerns would 
be started ; there would be a boom, followed by 
tho inevitable sequence of over-production and 
^collapse. The development of industries would 
be pushed beyond the limit of what is economically 
safe, and the resultant collapse would shake that 
.very confidence of capital which it is one of the 
main objects of our recommendations to build 
up. Further, if protection were applied not only 
'to an excessive extent, but in an indiscriminate 
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manner, the uneconomic industries which would 
come into existence would be likely to unsettle 
labour in established industries, and to attract it 
from economic to uneconomic employment.... 

92. The probable effect of protection on 
iiv ) minimise the the balance of trade ol 
eff ect on tin balance of India is not a subject on 
tra< * 0 ' which it is safe to dogmatise. 

The immediate effect will naturally be to 
diminish imports, decreased demand following on 
increased cost. There will also be factors tending, 
to a diminution of exports. Any general rise of 
prices in India must discourage oxports by mak¬ 
ing their cost to the foreign purchaser dearer, and 
apart from any rise in internal prices a reduction 
of imports will tend to raise exchange and thus to 
diminish exports. Again protection will lead to 
an increased local consumption of raw materials 
previously exported. On the other hand, there is 
the possibility that the development of Indian 
industries will produce an increased export of 
manufactured articles. On the whole, from a 
consideration of these various tendencies it may 
be concluded that the immediate effect of protec¬ 
tion will be some diminution both in imports and 
exports, but it is impossible to say whether the 
balance of trade would be altered. The present 
currency system in India depends on the mainten¬ 
ance of a favourable balance of trade. The 
less disturbance there is in the import and export 
trade, the smaller is the danger of upsetting the 
balance, and thus we have one more argument 
or not embarking on indiscriminate protection* 
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93. Our conclusions therefore are that in 
Summary ot ,rgu- the interest of the consumers 
ments for applying generally, and particularly of 
protection with discrimi- the masses of the people, in 
natlon ' the interests of agriculture, 

in the interests of steady industrial progress, and 
for the maintenance of a favourable balance of 
trade, the policy of protection which we recom¬ 
mend should be applied with discrimination, so 
as to make the inevitable burden on the com¬ 
munity as light as is consistent with the due 
development of industries, and to avoid abrupt 
disturbances of industrial and commercial con¬ 
ditions. 

THE ECONOMIC LIMITATIONS OF PREFERENCE 
IN INDIA. 

232. We have explained in general what we 
Sources and destina- conceive to be the normal 
tion of Indian im- economic effects of preferential 
porta and exports. duties, both on the producer in 

the country receiving the preference, and on tho 
consumer in the country giving it. We have now 
to consider the probable results of a policy of 
preference in India, in view of the special 
features of her economic position. This aspect of 
the question was examined with great care by the 
Government of Lord Curzon, and their conclusions 
were stated in their despatch to the Secretary of 
State dated the 22nd October 1903. In its 
general features the analysis of the situation 
then made holds good. The Government of 
iDdia in 1903 found that about three-fifths of tha 
total imports into India came from the Britis h 
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Empire. Indian exports on the other hand went 
preponderatingly to foreign countries. The 
situation still is in broad outline the same, 
though such change as has taken place has been 

to the disadvantage of the British Empire. 

The imports from the British Empire, which 
were estimated at about 75 per cent, in 1903, 
averaged in the five years immediately preceding 
the war only 69*8 per cent., and in 1921-22 stood 
at 06*0 per cent. The percentage of India’s 
exports going to the British Empire has followed 
a similar course of gradual diminution. In 1903 
approximately 47 per cent, of Indian exports 
went to the British Empire, including exports to 
Hong Kong and the Straits Settlements, which 
were, howover, destined very largely for China and 
Japan. The corresponding figures for the five 
years preceding the war show a percentage of 
41*9 and in 19*20-‘21 of 43, which in 1921-22 fell 
abruptly to 37*3. Turning to exports from 
India to the United Kingdom, these represented 
in 1903 about 25 per cent, of the total exports, 
in the five years preceding the war the average 
percentage was the samo, in 1920-21 it stood 
at 21*9 per cent, and in 1921-22 it had fallen 
to 19*7. Conditions have not completely re¬ 
adjusted themselves after the war, but the 
figures seem to indicate, for exports as for 
imports, some degree of relative decline of 
the importance of the British Empire in the 
trade of India. The present position is that 
India receives about two-thirds of her total 
imports from the British Empire, and sends to 
the British Empire, after deducting exports to 
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Hongkong aDd the Straits Settlements which are 
destined for China and Japan, something over 
one-third of her exports. 

‘233. We have shown in Chapter III that 
Indian exports not Of between 70 and 80 per cent, 
a lcind to benefit appre- of the imports into India 
ciably from preference come under the class of 
articles wholly or mainly manufactured. On the 
other hand the exports of manufactures from 
India amount to only some 30 per cent, of the 
total exports, the remainder consisting to the 
extent of 40 to 50 per cent, of raw materials, and 
the balance of articles classified under the head 
of “food, drink and tobacco.” Broadly speaking 
therefore India may be said to import manu¬ 
factures and to export raw materials and food 
stuffs. This fact is of great significance in con¬ 
sidering the probable results of a system of 
preference. The economic advantage derived 
from a system of preference tends to be more 
important in the case of manufactured goods than 
in the case of raw materials. Manufactures 
nearly always meet with keen competition in 
foreign markets, and therefore a preference on 
manufactures is nearly always of value. The 
position in regard to raw materials is different. 
In the first place they are usually admitted free 
into foreign markets, so teat the possibility of a 
preference does not arise; in the second place 
it is an obvious fact that to a large extent they 
find their markets ready made, whereas the 
market for manufactures has to be developed and 
carefully nursed. With a comparatively small 
degree of competition to meet, it is clear that raw 
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materials stand very much less in need of prefer¬ 
ence than do manufactures, and the gain to them 
by preference is likely to be correspondingly 
smaller. With regard to food stuffs the general 
tendency in most countries is to admit them tree, 

and the possibilities of preference are limited. 

Conclusions. 


255. We have been impressed throughout 

_ . _ .. our enquiry by the almost 

tility to preference. complete unanimity with 
which Indian witnesses oppos¬ 
ed the principle of Imperial Preference ; and it 
is important to explain the causes which in our 
view underlie this antagonism. 

256. We have already referred to the belief 

. , . ontertained by many wifcnes- 

dbrnnUbprotectioa.”* 7 869 ‘ hat preference would 
operate to weaken the pro¬ 
tection granted to Indian industries. This 
apprehension can be mot by laying down definitely 
the principle that under no circumstances should 
preference be allowed to dimmish the protection 
which it may be decided that an Indian industry 


.requires. 

257. A second argument which has weighed 
with many witnesses is that 
ooneun!pr. r ^ en preference is equivalent to 

the grant of a bounty to the 
British manufacturer at the expense of the Indian 
■consumer, that India is poor while Britain is rich, 
and that it is nob reasonable to expect a poor 
country to make a gift to the rich one. We have 
explained that in our opinion this view of the 
■question is not unreasonable, and that any general 
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system of preference would undoubtedly impose 
an appreciable burden on the Indian consumer^ 
which we do not think it fair that he should be 
called upon to bear. This argument may be met 
by the assertion of a second principle, namely 
that Imperial Preference should not involve 
any appreciable economic loss to India. 
In estimating the economic loss it would 
be reasonable to take into account any economic 
gain which India receives by the preferences 
granted by the United Kingdom; and in case any 
should be tempted to look too narrowly at the 
balance of loss and gain, it is well to remember 
that India at present enjoys the protection of the 
British Navy in return for a merely nominal 
contribution. 

258. The main cause, however, of the 
(i,i) Fear that it will general hostility displayed by 
affect India’s fiscal au- Indian witnesses to the idea 
tonomy. of imperial Preference is, we 

think, political. It is based on a feeling of 
suspicion. There is a fear that if India accepted 
the principle of Imperial Preference she would* 
find that she has parted with the newly won 
privilege of fiscal autonomy, that in the name of 
Imperial Preference the tariff policy of India 
would be directed not in her own interests but in 
the interests of other parts of the Empire, that 
if India signified her acceptance of the principle 
the details would be dictated to her regard¬ 
less of her own interests and wishes. We 
think that these fears are based on a misunder¬ 
standing of the true position. Many regard* 
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Imperial Preference as meaning a unified tariff 
policy for the whole Empire, dictated, if not by 
the mother country, at least by binding resolu¬ 
tions passed at periodical Imperial Conferences. 
This is a complete misunderstanding of the real 
principles which underlie Imperial Preference. 
We have shown above that Imperial Preference 
implies no kind of interference in the tariff policy 
which the various Dominions have chosen for 
themselves, and no idea of a system of free trade 
within the Empire or any uniform tariff policy. 
It is true that, as a result of the Paris 
Economic Conference of 191b already referred to, 
the question of the organisation of the Empire 
as an independent economic unit seemed for 
a time to be coming into practical consideration. 
But the ideas to which the crisis of the war gave 
rise did not long survive its original lines. Each 
part of the Empire took such steps as it felt 
could reasonably be taken consistently with its 
own interests to promote inter-imperial trade 
and the manufactures of the mother country. 
This is the meaning which we attach to the 
policy of Imperial Preference, and all our recom¬ 
mendations must be read as referring to such a 
policy, and not to the idea of a joint tariff policy 
for the Empire imposed on the various component 
parts.. 

2G2. We recognise that the question of Im- 
.... , , perial Preference is one 

wiS, e the°LgUratare reS whloh oan onI y be determined 
in accordance with Indian 
opinion ; and that the Indian view can be best 
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ascertained by reference to the Council of State 
and the Legislative Assembly, without whose free 
consent no such policy can be adopted. We feel 
confident that the Indian Legislature will consider 
the obligations of India in this matter as a 
component part of the Empire. We have 
endeavoured to indicate certain principles 
Principles which should which should govern the ap- 
govsni any application plication of the policy, if 
of the policy. adopted. We repeat them 

once more. In the first place, no preference 
should be granted on any articlo without the 
approval of the Indian Legislature. Secondly, 
no preference given should diminish the protection 
required by Indian industries. Thirdly, the pre¬ 
ference should not involve any appreciable 
economic loss to India after taking into account 
the economic gain which India derives from the 
preference granted her by the United Kingdom,... 

214. Hitherto in discussing the question of 
Po’icy to be adipted Imperial Preference we have 
towards the Dominions confined our considerations 
and Colonies- to preferences granted to the 

mother country. With regard to other parts of 
the Empire we would recommend a different 
policy. We suggest that to the United Kingdom 
should be offered such preferences as India may 
find she is able to offer without appreciable injury 
to herself. With regard to other parts of the 
Empire we recommend a policy of reciprocity 
such as is already adopted by more than one 
Dominion for inter-dominion trade relations; that 
is to say, preferences should be granted only as 
the result of agreements which might prove to 
the mutual advantage of both parties. 




THE LAND REVENUE POLICY OF THE 
INDIAN GOVERNMENT. 

The Resolution on the Land Revenue 
Policy of the Indian Government (XLV> 
was issued by the Governor-General in 
Council on 6th January 190‘2 as a reply 
to a number of representations made to the 
Government on the subject of land revenue, 
and criticism of their policy by the late Mr^ 
R. C. Dutt in a series of letters addressed to 
the Viceroy. The Resolution mainly deals 
with the reforms suggested by the critics in 
the Zemindari and Ryotwari tracts. 

Permanent Settlement —Mr. R. C. Dutt 
in one of his letters had claimed that Perma¬ 
nent Settlement had contributed very largely 
to the prosperity of Bengal, that cultivators 
iu that province were more resourceful than 
those under Temporary Settlement, and 
better able to help themselves in a famine^ 
The view of the Government of India was 
that Bengal had not been saved from famine 
by Permanent Settlement, and that the causes 
of its prosperity were its favourable _climate T 
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its excellent means of communication, its 
monopoly of jute and the enterprise of its 
-capital, rather than Permanent Settlement. 
Further the Bengal cultivator was “ rack- 
rented, impoverished, and oppressed,” and 
Government had to enact a series of measures 
for his protection. Other evils of the system 
were absenteeism, management of estates by 
unsympathetic agents, multiplication of tenure 
holders or middlemen between the Zemin¬ 
dars and the cultivator. The general conclu¬ 
sion of the Government was that Permanent 
Settlement could not be regarded as a model 
system of agrarian tenure, and that so far as 
the ryot was concerned, he owed the security 
which he now enjoyed not to Permanent 
Settlement but to the tenancy legislation of 
the Government. 

Temporary Settlements . Zemindari 
Settlement .—Two reforms were suggested by 
the critics in Zemindari Settlements : 
(1) Limitation of landlords’ enhancements of 
tenants’ rent and (2) Limitation of the 
State’s demand on landlords. With regard 
to the former Government pointed out that 
the idea underlying the suggestion was already 
the basis of their tenancy legislation. As to 
the latter, they maintained that there had 
been a progressive reduction of the State’s 
•share in the profits of cultivation under 
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British rule and that the actual share of the 
Government nowhere exceeded 50 per cent, 
of the net assets. 

Hyotwari Settlements .—The most im¬ 
portant reform suggested for ryotwari tracts 
was -that land revenue should be a definite 
share (not exceeding one-fifth) of the gross 
produce. Government regarded the sugges¬ 
tion as impracticable, and considered that if 
it was adopted, its effect would be to impose 
heavier burdens upon the cultivators. 

Other reforms suggested for temporarily 
settled tracts were : (1) that no term of 
settlement in such areas should be for a period 
less than 30 years (sec. 18); (2) that improve¬ 
ments should be exempted from assessments 
(sec. 20); that Government enhancements of 
land revenue should be limited to increase in 
the value of land due to (1) State improve¬ 
ments and (2) rise in the value of produce as 
shown by the average prices of the 30 years 
next preceding such revision (sec. 22) and 
that no cesses should be imposed on the 
rental of land except for purposes directly 
benefiting the land (sec. 23). 

The nature of Land Revenue : whether 
it is a tax or rent . 

The nature of land revenue is discussed 
in XLVI, XLVII and XLVIII. The occa¬ 
sion which gave rise to the discussion was a 



2C8 LAND REVENUE 

difference of opinion between the Governor 
of Madras and his Council in 1875 regarding 
the power of the Local Government to 
increase the assessment. 

It has been said that the controversy 
about the nature of land revenue, whether it 
is a tax or rent, is a profitless war of words. 
So it is in a sense. If land revenue is re¬ 
garded as a money payment made by one 
party to another, and no further questions 
are asked, it is a matter of indifference 
whether the payment is called 1 rent ’ or a 
* tax’. But if we enquire further whether 
this payment is made by a tenant to the 
State landlord, or by a subject to the State 
as a contribution towards the general ex¬ 
penses of Government, the question at once 
raises important issues. For if the State in 
India is the universal landlord, it is legally 
entitled to the whole of the rent, and enhance¬ 
ment of the State’s demand until it absorbed 
the whole of the surplus produce of the soil 
would be justified. But if land revenue is of 
the nature of a tax, then those who pay it 
can demand that it should be administered 
like a tax, for example, it might be 
claimed that this tax, like the tax on non- 
agricultural incomes, should be graduated. It 
is thus seen that in a practical sense, that is, 
considering the consequences that flow from 
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the acceptance of one view or the other, the 
question whether land revenue is a tax or 
rent is not merely a question of words. 

It cannot be denied that the State was the 
universal landlord in India under Indian 
rulers. But the British Government has 
everywhere recognised a private right in land. 
It is certainly true that it treatB land as a 
security for the payment of land revenue, 
and that non-payment of the assessed revenue 
entails loss of the land, but this does not 
imply non-existence of a private right in land. 

Again, if land revenue is regarded as rent, 
it must be recognised that the enforcement 
of the State’s demand in full at the present 
time is out of the question. Such an attempt 
would be politically dangerous. Thus on the 
one hand we have a definite recognition on 
the part of the State of a private right in 
land, and on the other the difficulty, if not 
the impossibility of realizing the full State 
demand as rent, assuming the State to be 
the ultimate owner in every case. Practical 
considerations in the discussion of the ques¬ 
tion are entitled to great weight, and we 
may conclude that the land revenue is for 
all practical purposes a tax on agricultural 
incomes, though, regarded as such, it is 
entirely different in character from the land 
tax of European countries. 
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XLY. 

Land Revenue Policy op the Indian 
Government. 

Extracts from the Besolution issued by the 

Governor General in Council on the 16th 

January 1902. 

Suggested reforms in Zemindari Settlements : 
Limitation of the State's demand on landlords. 

It has already been stated on the authority 
Ancient right of the of Regulation XIX of 1793 
State to a t»haie of the that the ruling power in 
produce of the soil, India has always, by the an¬ 

cient law of the country, been entitled to share in 
the produce of the soil. Regulation II of 1793 
pointed out that the Government share of that 
produce was fixed by estimating the rents paid by 
the tenants, deducting therefrom the cost of col¬ 
lection, allowing to the landlords one-eleventh of 
the remainder as their share, and appropriating 
the balance or ten-elevenths, as the share of the 
State. But if this was the ostensible basis upon 
which the Permanent Settlement in Bengal was 
originally made, and if, at the commencement of 
their fiscal administration, the Government of 
India thus followed indigenous custom in assess¬ 
ing the revenue, they soon began to moderate the 
severity of the practice. It is unnecessary to 
trace here in detail the process of mitigation. It 
will suffice to say that long before the late century 
had reached its midway point the demand of the 
State upon the landlord had been limited to two- 
thirds of the net assets. About the middle of the 
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century, i.e , before the Mutiny, the question of the 
relative shares of the State and of the landlords 
in the net produce of the soil came again under 
careful review in Northern India ; and the result 
of this further consideration of the matter was 
embodied in what are known as the “Saharanpur 
Buies” (so called because they were issued 
in connection with the resettlement of the land 
revenue of the Saharanpur district of the North- 
Western Provinces). The Settlement Buies pre¬ 
viously in force authorised the demand of two- 
thirds of the net produce of an estate, or rather 
of its value in money, as the Government share 
in respect of land revenue. The Saharanpur 
Buies, issued in 1855, laid down “ not that the 
revenue of each estate is to be fixed as one-half 
of the net average assets, but that in taking 
these assets with other data into consideration, 
the Collector will bear in mind that about one- 
half, and not two-thirds as heretofore, of the well- 
ascertained net assets should be the Government 
demand.” These orders have since remained the 
accepted canon of assessment on landlords* 
estates in the North-Western Provinces, and they 
continued to govern assessments in the adjacent 
districts of the Central Provinces, until the con¬ 
stitution of the latter as a separate administration 
in 1862. 


12. In the North-Western and other zemin- 
Progressive reduction of dari provinces prospective 
the State’s share under assets have been excluded 
British rule. from consideration ; allow¬ 

ances have been made for improvements made by 
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the land-lord, for precariousness of cultivation, and 
for local circumstances: and the revenue has been 
fixed at a share of the actual income of the pro¬ 
prietor, his income including a fair rental value 
for the lands which he farms himself, or assigns 
on privileged terms to tenants. The share to be 
taken as land revenue by Government is thus being 
brought down in the North-Western Provinces 
—in the interests of the proprietor—to an average 
of less than 50 per cent., while in the resettlement 
of Oudh, now on the point of completion, the 
average falls below 47 per cent. In the Central 
Provinces, which have been for a shorter period 
uuder British rule and where much higher assess¬ 
ments, amounting in some cases to over 75 per 
cent, of the actual income, were inherited from 
the Mahratta Government, there has been a 
progressive reduction of assessment ; but it has 
not yet reached the very moderate level t at is 
common in the North-Western Provinces In 
time, as population increases, and more labour 
and expenditure are devoted to cultivation, the 
share taken by Government may bo expected still 
further to diminish, and already three of the 
districts in the north of the provinces have re¬ 
cently bean re-assessed (from a desire to limit the 
sudden enhancements that result from long-term 
settlements) at less than 50 per cent, of the ren¬ 
tal. In Orissa the gradual reduction of the Gov¬ 
ernment proportion has been even more striking. 
In 1822 it was authoritatively declared to be 
83*3 per cent, of the assets ; in 1833 it was lower¬ 
ed to 70—75 percent.; in 1840 to 65 per cent, 
with a permissive reduction to 60 per cent., while 
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at the re-settlement just concluded, it has been 
brought down to 54 per cent. In the Punjab, 
where proprietary cultivation is common, and 
where the maximum land revenue that may be 
taken is the “ estimated value of half the net pro¬ 
duce ”—the principal guide to this being the rents 
that are paid by neighbouring tenants-at-will—the 
calculations given in the official reply reveal yet 
lower proportions. Assessments of 45, 39, 35, and 
25 per cent, are recorded in particular cases, and 
the general average is shown not to exceed 45 per 
cent, of the net income. 

13. From this summary it results that while 
the standard of 50 per cent, has nowhere been 
laid down as a fixed and immutable prescription, 
there has been, and there is, a growing tendency 
throughout temporarily settled zemindari districts 
to approximate to it, and in special circumstances 
a very much lower share is taken. It does not 
appear to the Government of India to be 
necessary to issue fresh regulations upon a matter 
in which their general policy is so clear and 
where, save in exceptional cases, to be justified 
by local conditions, uniformity of practice is now 
so common. 
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Suggested reforms in Byotwari Settlements :■ 

Revenue to be a definite share of gross 
produce* 

The Government of India believe it to be an 
Impracticability ' of entirely erroneous idea that 
the suggestion that the it is either possible or equi- 
land revenue should be table to fix the demand of 
fixed at a share of the gfc a fc 0 a fc a definite share 

gro„ produce. q( th(J gros8 p roduoe of t[)e 

land. There is great practical difficulty in ascer¬ 
taining what the average produce is. It is de¬ 
pendent upon a number of varying factors, such 
as Jbhe industry and resources of the cultivator, 
the nature of the crop, the capacity, security, and 
situation of the holding, and the chance of the sea¬ 
sons. The share of the gross produce which a crop 
can afford to pay must stand in close relation and 
in inverse proportion to the amount of expenditure 
which has been required to grow it, and this will 
vary very greatly, for instance, in the cases of 
BUgar-cane and of wheat. In zemmdari districts, 
accordingly, rental value, and not produce, has 
for the last 50 years been adopted as the basis of 
assessments, although the latter have commonly 
been checked by comparison with produce, with 
the result, as a rule, of showing that, judged by 
that standard, they were unreasonably low. In 
the ryotwari provinces of Madras and Burma, 
the attempt has been made to fix assessment rates 
in accordance with produce, but the rules giving 
effect to this principle fence it round with so many 
qualifications as practically to involve its aban¬ 
donment. The truth is that assessment of land 
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revenue is subject to so many complicated and 
'varying conditions that any attempt to reduce it 
to an exact mathematical proportion either 
of gross or of net produce jvould not only 
be impracticable, but would lead to the placing 
of burdens upon the shoulders of the people, from 
which, under a less rigid system, if sympatheti¬ 
cally administered, they are exempt. 

18. The next recommendation to which the 
The term of settle- attention of the Government 
ment. Suggested mini- of India has been drawn is 
mum of 30 years. that no term of settlement 

in temporarily settled districts, should be for a 
shorter period than 30 years. The history of 
settlements may briefly be summarised as follows. 
In Bombay the 30 years’ term was introduced 
by the Court of Directors so far back as 1837. 
From there it was extended to Madras and the 
North-Western Provinces, whore it has been the 
standard period for the last half century. The 
same principle was followed in an extension of the 
Orissa Settlement in 1867, and in confirming 
most of the settlements made in the Central 
Provinces between 1860 and 1870. But it never 
came into general use in the Punjab, where in the 
greater part of the province, the shorter term 
of 20 years has been the recognised rule. The 
question was exhaustively examined in 1895, 
when it was finally decided by the Secretary of 
State that 30 years should continue to be the 
ordinary term of settlement in Madras, Bombay, 
and the North-Western Provinces, that in the 
Punjab 20 years should be the general rule 
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<30 years being admitted in some cases), and in 
the Central Provinces 20 years also. A 30 years* 
term has been adopted for the recent re-settle¬ 
ment of Orissa. In backward tracts, such as 
Burma and Assam, and in exceptional circum¬ 
stances such as exist m Sind, shorter terms are 
permitted. The reasons for this differentiation 
are familiar and obvious. Wnere the land is 
fully cultivated, rents fair, and agricultural 
production not liable to violent oscillations, it is 
sufficient if the demands of Government are 
re-adjusted once in thirty years, i. e., once in the 
life time of each generation. Where the opposite 
conditions prevail, where there are much waste 
land, low rents, and a fluctuating cultivation, or 
again where there is a rapid development of 
resources owing to tlie construction of roads, 
railways or canals, to an increase of population, 
or to a rise in prices, the postponement of re¬ 
settlement for so long a period is both injurious 
to the people, who are unequal to the strain of a 
sharp enhancement, and unjust to the general 
tax-payer who is temporarily deprived of the 
additional revenue to which lie has a legitimate 
claim. Whether these considerations, justifying 
a shorter term of settlement than 30 years, apply 
with sufficient force to the Punjab and the Central 
Provinces at the present time, and if they do 
apply at the present time, whether the force of 
their application will diminish with the passage 
of time, are weighty questions to which careful 
attention will he given by the Government of 
India upon a suitable occasion. 
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19. It may further be pointed out that 
many of the objections at one 
Improvements in time urged to revisions of 

86t “r en f have bec T e ; or 

ing. are fast becoming, obsolete. 

The process of re-settlement 
is more rapid and less disturbing than was 
formerly the case. Where the re-settlement of a 
district thirty years ago lasted for six or eight 
years, the work is now, in a large district, 
usually completed in about four years and often 
in less. The improvement in the village records, 
and their punctual correction and maintenance up 
to date, have to a large extent obviated the 
necessity for detailed surveys, and for those local 
enquiries by subordinate officers which were 
in former times a fruitful source of harassment 
and extortion to the agricultural community. 


20. Again, the principle of exempting from 
assessment such lmprove- 
Exemption of im- ments as have been made 
provementa rom assess- ^ p r i V ate enterprise, though 

it finds no place in the 
traditions of the past, has been accepted by the 
British Government,, and is provided for by 
definite rules, culminating, in the case of the 
Bombay Presidency, in legal enactments which 
secure to the cultivator in perpetuity the whole 
of the profit arising not only from such irrigation 
works as private wells or tanks, but from the 
minor improvements which would count for an 
increase in assessment under a system of reclassi- 
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fication of the soil. The Madras ryots have & 
Tecognised right to enjoy for ever the fruit of 
their improvements, and the exemption of wells,, 
irrigation channels, and tanks which are private 
property is provided for by executive orders. Minor 
improvements are also protected, as in Bombay, by 
the parmanent recognition of a land classification 
once fairly effected. In zemindari provinces, 
where the revenue is temporarily assessed on 
estates as a whole, and not on each particular 
plot of land composing them, the State has not 
similarly surrendered its right to all share in 
improvements in which the capacity of the soil 
plays a part with the industry or outlay of the 
cultivator. But the principle followed has been 
that additional assessments should not be imposed 
on these grounds until the* private labour or 
capital expended upon them has had time to reap 
a remunerative return. In the Punjab and Bengal 
the term of exemption has been fixed, without 
reference to the term of settlement, at ‘20 years 
for masonry wells, 5 years for canals distribu¬ 
taries, and 10 years for other irrigation works. 
In the North-Western Provinces and the Central 
Provinces, irrigation works not constructed by 
Government are freed for the term of settlement 
next following their construction, the average 
period of exemption being 45 years in the former 
and 80 years in the latter provinces. The rules 
of all provinces provide for the grant of longer 
terms of exemption in special cases. 
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21. The question of the effect upon the 
domestic life of the community 
Effect of long as of long as against short 
sgsinst short settlements Bet tlements has been the 
in increasing resources . . , , 

of the people. subject of much discussion. 1 

It may be regarded as certain 
that long-term settlements leave more money to 
the people, however large bo the revenue enhance¬ 
ment at the close. On the other hand, short-term 
settlements, which are the familiar practice of 
Native Bulers, excite less discontent, when not 


associated with inquisitorial proceedings. An 
increase of liabilities which comes once in a 


generation is said by some to be more acutely 
resented than one which has been rendered 


familiar by more frequent repetition. Upon 
this point it is difficult and perhaps unnecessary 
to pronounce: attention should, however, be called 
to a concession made by the Government with a 
view to reducing its own share of the produce, 
and leaving more to the land-holder. Formerly 
the basis of assessment was the anticipated 
average yield of the land during the coming period 
of settlement. Now it is the actual yield at the 
time of assessment, so that the landowner enjoys 
to the full any new advantages that may accrue 
either from his own outlay or from outside 
circumstances, in the interval before the next 
revision is made. Assessment upon actual, as 
distinct from prospective, assets has thus become 
a cardinal principle of the land revenue policy of 
Government. 
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22. The principle that the State in 

a India has a right to share 

Suggested Imitation ® , ,, , . 

of Government enhance, m the produce of the land 
meats to ri e in value carries with it the right to 
« due to (i) State improve- share in any increment 
mentp, (2i rise in priw«. of produoe or Ug Talue . 

In the case of increments resulting from the 
expenditure of private labour or capital, this 
right, as has already been pointed out, has been 
altogether waived in some provinces, and materi¬ 
ally limited in others. But it can scarcely be 
contended that such a surrender should equally 
apply to improvements produced by the growth 
of population, by the gradual development of the 
country, by the introduction of new staples or 
by an increase in the productivity of the soil and 
in the value of its produce, more particularly if 
the latter are themselves the result of an expendi¬ 
ture upon irrigation or communications that has 
been incurred by the State. The concession to the 
landlord or the tenant of a complete monopoly of 
the profits of all improvements of the soil in per¬ 
petuity. whether created by himself or not, would 
be a doctrine not merely economically unsound, but 
without any foundation in native custom or any 
precedent in history. What happens in practice 
is thiB: in zemindari areas the claims of Govern¬ 
ment to a share in the increasing value of the 
land are adjusted by a periodical settlement with 
the landlords for its portion of the rental, 
subject to a not infrequent sacrifice, in the 
interest of the tenants, of the fractions which 
might fairly be claimed.Whatever be the 
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case as regards zemindari districts, it is now, 
however, urged that in ryotwari areas no ground of 
enhancement but a rise in price should in future be 
allowed. Attention has already been called to the 
limitation that has been placed by Government 
upon the discretion of its officers in respect of 
changes in land classification as a possible basis 
of enhancement. In Bombay no change in a 
classification once definitely accepted is per¬ 
mitted by the law. In Madras, though the 
Government of India, acting under the instructions 
of the Secretary of State in 1885, have declined 
to give a pledge against future revisions of 
classification, they have intimated their cordial 
acceptance of the principle that the existing 
classification, if found to be in the main equitable, 
shall, on re-settlement, not be disturbed. In 
these circumstances, to deny the right of the 
State to share in any increase of values except 
those which could be inferred from the general 
tables of price statistics—m itself a most 
fallacious and partial test—would be to sur¬ 
render to a number of individuals an increment 
which they had not themselves earned, but which 
had resulted partly from the outlay of Govern¬ 
ment money on great public works, such as 
canals and railways, partly from the general 
enhancement of values produced by expanding 
resources and a higher standard of civilisation. 


23. 


Limitation 
on land. 


The concluding proposal, which it is the 
duty of the Governor-General 
of ceases - n Q ounc jj t 0 examine, and 

which, in slightly different 
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shapes, finds a place in both memorials, is that 
no cesses should be imposed on the rental of land, 
except for purposes directly benefiting the land, 
and that a limit should be fixed beyond which it 
may not be permissible to surcharge the land tax 
with local taxation. These cesses, which are levied 
for the construction and repair of roads, the 
upkeep of schools and dispensaries, and other 
similar duties appertaining to Local Government 
Boards, are generally assessed on the assets or 
rental value, since the land revenue would, in 
many provinces, be an unfair basis of distribution. 
The rate in force in Bengal is 6^ per cent, on the 
rental, and this rate is taken as a fair standard 
by Mr. Dutt when speaking for himself. When 
associated with the other memorialists, he admits 
that the maximum rate may be as high as ten 
per cent., a proportion which, as a matter of fact, 
is nowhere exceeded. But before going into this 
question, the Governor-General in Council desires 
to record an emphatic dissent from the opinion 
that primary education is not a proper object of 
local taxation, and that such taxation should be 
limited to objects directly connected with the 
land. The aim of local taxation is the benefit of' 
the community, and the spread of elementary 
education amongst the cultivating classes is the 
surest preventive of the carelessness which allows 
so large a proportion of the increased value that 
settled Government and improved communications 
have given to the produce of agricultural industry, 
to slip through the fingers of the people. 
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25. It may be objected, however, that the 
rates which are levied for 
Responsibility of Local Self-Government pur- 

poses are not the only extra 
officers. charges imposed upon the 

population, and that count 
should also be taken of the sums payable by them 
for the remuneration of the village officers— 
the watchman, the headman, and the accountant. 
The support of this village staff has been a charge 
on the community from time immemorial. The 
Governor-General in Council does not consider 


that these customary contributions towards 
the maintenence of village officers can be classed 
as local taxation without some important 
qualifications. 


The general conclusion of the Government 
of India is that there is no 


General conclusions 
ns to burden of local 
taxation. 


reason for thinking that 
local taxation, if properly 
distributed, is on the whole 


either onerous or excessive, while, as a general 
rule, it already falls short of the limit which the 
memorialists would propose to fix. But there 
are grounds for suspecting that the distribution 
is often unfair; and that the landlords shift on to 
the tenants that' share of the burden which is 
imposed by the law upon themselves. In the 
present backward condition of so many of the 
people, it is not possible effectively to redress this 
injustice: and the question presents itself whether 
it is not better, as opportunities occur, to mitigate 
imposts which are made to press upon the 
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cultivating classes more severely than the law 
intended. The Government of India would be 


glad to see their way to offer such relief. 

2d. But the burdens of which complaint is 
T11 . A , made are by no means confin- 

edt0 the legal ceases, which, 
after all, are few in number 
and strictly limited in amount. There are also, 
in some zemindari tracts, a number of practically 
unauthorised village cesses, of which no mention 
has been made by the critics of the existing 
system, but which are well-known to all those 
who are familiar with the economy of rural life 
in India. In many cases unrecognised and often 
undesirable imposts exceed the total of the cesses 
levied under the British administration. Their 


imposition was prohibited by the Iteguiation of 
1793, and ever since that date has been steadily 
discountenanced by the Government of India, as 
vexatious to the ryot and detrimental to the 
successful cultivation of the soil. Their complete 
suppression by the action of Government is not 
practicable in the present state of education 
among the agricultural classes. But the subject 
is one to which the friends of the ryot might 
appropriately devote their concern, and in which 
their exertion might be of much use in supple¬ 
menting the opposition of Government to a 
wholly illegitimate form of exaction. 


32. 

Three pi ss 
of hardship 
attention. 


Before concluding his examination of 
this problem (theory of con- 
lille causes nection between land revenue 
requiring an( j famines) the Governor- 
General in Council desires to 
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notice three aspects of the land revenue question 
involving three possible causes of hardship to the 
proper landholder, which seems to him to be of 
much greater importance than the criticisms 
which he has so far been engaged in examining. 
The first of these is the pitch of enhancement; 
the second is the levy of the same assessment in bad 
years as in good, on the assumption that savings 
in the one will meet the losses of the other ; the 
third is the effect of local deterioration upon land 
revenue payments. 

33. (1) That revenue enhancements must 
often be large is of course the 
Large and sudden direct consequence of long- 

enb.n«me„t» of rove- term 8eUlementS) an( j jt ^ 

no doubt, because their dis¬ 
tributing effect furnishes an argument for shorter 
settlements, that a reference to it has not been 
found in the forefront of attack. There can be 
no question of the hardship which a family must 
experience in finding its income suddenly reduced 
by a third or even more, as may happen, for 
instance, when at the end of a term of Settlement 


it is enjoying 75 per cent, of the assets, and 
resettlement is made at 50 per cent. The 
State cannot without hesitation call upon people 
suddenly to effect a great reduction in their 
domestic expenditure, however well justified in 
theory its demand may be. A man will look 
more to the actual increase of his obligations 
than he will to the arithmetical standards by 
which it is justified or determined. If for thirty 
years he has been paying a land revenue of 
Bs. 1)000, and is called upon to pay Bs. 2,000 
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upon re-settlement, it is small consolation to him 
to be told that, while the former sum represented 
60 per cent, of his former assets, the latter only 
amounts to 47- per cent, of his assets as they now 
stand. A reduction m percentages is far from 
compensating him for an enhancement of burdens. 

34. To meet such cases, the Government of 
, , , India desire to lay much 

Tbe rune y app le . stress upon the principle of 
gradual and progressive enforcement of sudden 
increases of other than moderate dimensions. The 
mitigation of a largo enhancement by spreading 
its imposition over a term of years has been a 
recognized feature in the settlement procedure of 
Upper India for a long time past, but has not till 
recently been brought systematically into practice. 
In 1895 the Government of India, with the concur¬ 
rence of the Secretary of State, drew general 
attention to the advisability of making larger use 
of progressive en 1 ancements. In the North- 
Western Provinces very complete effect has 

already been given to this principle. In the 

Punjab, the use of progressive assessments has 
been discouraged on the ground that, though an 
appropriate means of easing an enhancement to 
a large landholder, they are not suitable to the 
circumstances of the petty proprietors who hold 
a very large proportion of the land in that 
province. Large increases in the demand have 
been commonly avoided by under-assessment. 
But it seems open to question whether an expedient 
which has proved serviceable in other parts of 
India might be not usefully adopted in the Punjab, 
And the point will be considered, though the 
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effect of progressive assessments in this province 
will be to raise, not to lower, the Government 
revenue. The procedure of ryotwari settle¬ 

ments renders it difficult for an assessing officer 
to pay close regard to the circumstances of 
individuals in framing his proposals, and there is, 
therefore, the greater need of general rules to 
obviate hardship in particular cases, even if it be 
conceded that men who cultivate their own land 
can support a heavier percentage enhancement 
than those who subsist upon rental receipts. The 
question is ono that calls for, and will receive 
further consideration. 


85. The question of varying the revenue 
demand to meet the character 
<2) Exaction of a 0 f the season is similar to the 
preceding in that it involves 
departure from tne theory of 
settlement at the cost of some revenue to the 


State. In theory the Government revenue 
represents the sum that may fairly be demanded 
on an average of seasons, and it is assessed in the 
belief that cultivators will save from the surplus of 
good years to meet the deficit in bad. It is mani¬ 
fest, however, that, in tracts where the chances 
of a bad harvest are high, it must be exceedingly 
difficult to make allowances for crop failure in 
framing the assessment rates. And it is also 
clear that the agricultural classes have not, as a 
rule, yet learnt to regard a good harvest, not as 
an occasion for larger &penditure, fcut as a'means 
of insurance against failure of crops*. In truth, 
to a poor family a short harvest must be a Bevere 
calamity. The assessment may absorb but a 



LAUD HEVENUE 


email share of the gross produce of its land. But 
its circumstances depend on the net produce, on 
which the assessment is in higher proportion, and 
it is obvious that on inferior land a substantial 
deficiency in the outturn may leave no net produce 
whatever, so that (in the absence of savings) the 
assessment can only be paid by borrowing or by 
stinting the necessaries of life. When such a 
deficiency is frequent, the rigid demand of the land 
revenue must add very materially to the hardships 
endured by a poor and uneducated people. 

36. In tracts where great variations from 
. „ the average of produce are 

.lSty" 7 not very frequent, such a 

demand may be suitable 
enough, its simplicity and educating effect 
compensating for the hardship that may bo felt 
in individual cases. But where the produce of the 
land is liable to great and frequent fluctuations 
owing to failure of irrigation or vicissitudes of 
season, there is reason to apprehend that a fixed 
assessment may ruin people before it teaches 
them. The revenue system of several provinces 
—^notably those of Madras and the Punjab— 
have recognised the necessity of special arrange¬ 
ments for remission of revenue for failure of 
crops on lands capable of being supplied by State 
irrigation works. In Madras no revenue is 
charged upon irrigable land the produce of which 
has not matured owing to the failure of the- 
water-supply; and in the Punjab this principle 
has received a further development, a deficiency of 
produce, not amounting to total failure, entitling 
the ryot to a proportionate abatement of the 
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assessment rate. This system entails an elaborate 
procedure of crop inspection, and throws mucn 
responsibility upon native subordinates. But 

it has worked well, and is being extended. 

The Government of India freely admit that a 
fluctuating assessment, in the sense of an 
assessment without a definite maximum limit in 
cash, and annually varying with the outturn of the 
•crops, is exceedingly difficult to work with 
fairness, throws an undesirable amount of power 
into the hands of subordinate officials, and lacks 
the influence for thrift which has been the desire 
of Government to secure in its land revenue 
policy. It would be a retrogade step, and would 
imply a reversion to the methods of native rule. 
But these objections would not apply so forcibly 
to a system under which the produce of particular 
harvests would be taken merely to justify the 
reduction ot a standard demand, when such 


produce falls below a point at which relief is, for 

genoral reasons, pronounced to be neceBEary . 

37. In a country of the size and diversity 


(3l. Expediency of 
meeting local deteriora 
tion with prompt relief. 


of India exceptions must 
occur to the general rule of 
agricultural progress, and 
localities are to be found 


where the conditions are those of actual deterio¬ 


ration. The Governor-General in Council has in 


mind not only the losses of population and of 
produce which are the unavoidable consequences 
of severe famine, but the circumstances of tracts 
and villages which lose ground owing to such 
special causes as the effect of decimating epidemics 
of malarial fever or other conditions, whether 





,230 


1.AHD KEYSNUl 


connected on not with vicissitudes of seasons. 
For some years past the Government of India 
have insisted upon the importance ot the early 
detection of cases of local deterioration, and have 
commited to Provincial Departments of Land 
Records end Agriculture the conduct of systematic 
enquiries to this end. But the information thus 
collected has not always been fully utilised, and 
there have been cases in which a reduction of 
revenue was not granted till the troubles of the 
people had been aggravated by their efforts to 
provide the full fixed demand. It is no doubt 
true that any alteration of the assessment is in 
conflict with the terms of the original contract, 
by which the landholder has undertaken a liability 
for loss in return for an expectation of profit. 
But in this matter the interests of the Govern¬ 
ment are identical with the interests of the 
people, and it is unwise to exact from impoverished 
persons a revenue which they really cannot pay, 
merely because they are under an engagement 
to pay it. The Governor-General in Council is 
convinced of the desirability of granting prompt 
relief in these cases, whether they involve tracts 
or single villages, even though such a course may 
involve a departure from the strict principles of 
settlement. The amount of revenue which the 
concession will cost to the State will be insigni¬ 
ficant compared with the advantages obtained in 
assisting and encouraging an afflicted population. 

39. In thus defining their policy, the 
n . Government of India would 

Conclu4i0h. not desire to claim for 

.the land revenue system of British India an 
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exactitude or a freedom from blemish to which it 
cannot pretend. Historically it owes its immedi¬ 
ate origin to practices inheritad from the most 
decadent period of native rule, and its form to 
changes made slowly, and not without mistakes, 
by men who were aliens to the country, and only 
with difficulty, and by slow degrees, assimilate 
the requirements or enter the feelings of the 
people. Where habit and precedent count for 
more than wisdom, there has been need for caution 
in reform ; and logical completeness or simplicity 
could not be expected of a system born amid such 
surroundings, applied to such manifold conditions 
and to so heterogeneous a population, and subject, 
in the various stages of its development, to 
considerations of practical expediency rather than 
of abstract symmetry or scientific perfection. 
Indeed the one claim which the Government of 
India would decline to make for the land revenue 
system of this country is than it can properly be 
regarded as a science at all. In no country 
can land valuation be so described; and 
India, in spite of records, estimates, and tables, 
is no exception to the rule. A part of the 
weakness of the criticisms which have been 
directed against it, arises from the erroneous 
assumption that it can be regulated by fixed laws, 
or shaped by arithmetical standards. Assessments 
cannot be dictated by the theorist in his study; 
they elude dogmatic treatment, and can only be 
safely worked out by the Settlement Officer in 
the village and on the fields. While they may 
Admit of statistical analysis, they are liable to be 
hampered by premature statistical definition. 
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TYkfc taue function of Government is to My down 
broad and generous principles for the guidance 
of its officers, with becoming regard to the 
traditions of the province and the circumstances 
of the locality, and to prescribe moderation 
in enhancement and sympathy in collection. 
Above all it is its duty to exercise discrimi¬ 
nation in the choice of the agents whom 
it employs for this most critical and responsible 
of tasks. The Governor-General in Council 
acknowledges with gratitude the services that 
have been rendered to Government in this respect 
by a long line of devoted and capable officers, 
and he believes that the existing system, if 
pursued upon lines that have been indicated, is 
both well suited to the present conditions of the 
country, and compatible with its future develop¬ 
ment, and that the revenue which it provides, 
and which is more lenient in its incidence than at 
any previous stage of Indian history, is capable 
of being levied from the people with surprisingly 
little hardship and without discontent. 


XLVI. 

Land Revenue— Is it a tax or rent ? 

Extract from a Minute by Sir H. Maine , 
dated March 13th, 1875. 


Land revenue is not 
of the nature of rent. 


It is absolutely necessary to answer the 
question whether the land 
revenue taken from time 
immemorial by Eastern 
Governments is or is not rent; I imagine that 
the answer must be in the negative. It seems to 
me incredible that any Government, since the 
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beginning of history, should have taken the exact 
economic rent of the territory occupied by its 
•subjects. In order to obtain this, a Government 
must have put up the soil in parcels to compe¬ 
tition, without recognising any hereditary right 
in any one person which entitled him to be 
preferred to another person who bid higher for 
the occupation. No evidence of any such system 
exists; some preferential rights, whether they 
•can or cannot be called ownership, have always 
been acknowledged. But unquestionably Oriental 
Governments have occasionally absorbed all but 
the whole of the fund from wliich rent would 
come under a system of the Western type, and 
indeed have probably gone further every now and 
then, and have encroached on the scanty capital 
of the cultivators. I do not know how far the 
remarkable investigations of Mr. Edward Thomas, 
the eminent Indian antiquarian, on tho financial 
resources of the Moghul Empire, have attracted 
notice. There appears to be documentary 
evidence, trustworthy within no wide limits, that, 
out of the total revenue which the Moghul 
Emperors, at the end of the 17th century, took 
from a territory roughly corresponding to the 
present British Indian Empire, extending rather 
-farther to the north-west and not quite so far to 
the south, the portion answering to our land 
revenue amounted to no less than 35 millions 
•sterling. As India was certainly not more 
prosperous in the 19th century, these prodigious 
figures are only intelligible on the assumption 
that the whole, and occasionally more than the 
whole, of the fund, under other circumstances 
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available for rent, was exhausted. Whether they 
are entitled to absolute credit or not, they are 
probably quite accurate enough to indicate the 
character of the system of land revenue which 
the English inherited from their Mahomedan 
predecessors. 

The considerations which led a certain school 
How laud revenue of Anglo-Indian functionaries, 
name to be regarded as and a certain number ofc 
Ient * theorists on India, to speak 

of the Indian land revenue as rent, and of the 
power in virtue of which it is taken as ownership,, 
may be understood, as it seems to me, readily 
enough. These terms did certainly express to an 
English ear, better than any others, the nature 
of the right which was exercised by the Indian 
Governments. The morality current in England 
did not forbid the exaction of an extreme rent 
from a tenant, just as the morality current in 
India did not forbid the exaction of excessive 
contributions from a subject in virtue of the land, 
which he occupied. Again, Mr. J. S. Mill pointed 
out that the direct effects of payment of land 
revenue, and of payment of rents, on the general 
mass of cultivators are precisely the same. So 
long as the occupier of land must make over a 
portion of the produce raised by his labour and 
capital to somebody else, it does not directly 
concern him whether the transfer is made under 
the name of rent or under the name of revenue. 

The rival theory that the Indian land 
revenue iB a tax, is so far more correct that wo 
in Western Europe have agreed to apply the 
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word “ tax ” to every exaction of the State from 
persons recognised as owners; and the English 
Government has never pushed taxation so far a» 
to obliterate ownership. The chief objection to 
the word appears to me to be that it carries with 
it associations with the land tax, which in all 
European countries is only one tax among many, 

and which is especially light in England .It is 

certainly unfortunate, but the lighter our assess¬ 
ments of land revenue become, the more does the 
land revenue come to resemble a land tax. 


XLVII. 

Extract from a Minute by Sir Louis Mallet, 
dated 12th April, 1875 . 

The accounts which I have received of certain 
TVe importance of recent Bombay settlements 
dbtin«ui hing between strongly confirm everything 
rent and revenue Which I have said as to the 

practical importance of clearly distinguishing 
between rent and revenue. Assessments have 
been raised 70 or 80 per cent, in one stroke, in 
conformity with certain artificial and arbitrary 
rules often at variance with actual facts, and 
raised distinctly under the influence of the rent 
theory, which has been warmly advocated of late 
years by Mr. Knight and others. 

I am also informed that, in many cases, 
lands have been assessed which barely pay the 
cost of cultivation, and yield no rent at all. This- 
is not a question of words to the cultivator. 
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It seems to me that enough weight is not 
given to the changed aspect of this question 
owing to the assumption of the sovereignty of 
India by the Crown, and the recognition of the 
natives as British subjects. It is always said that 
it is idle to apply English ideas to India, but if 
any of those ideas are of a kind which an 
important class in India sees its clear interest in 
adopting, is it safe to assume that they will never 
flo so ? 


So long as the exactions from the land by 
... .... the State were levied by the 

P erim.“r ln8tlC Company as the inheritor of 

the despotic Governments, 
and frugally dispensed in the several functions 
of administration, or even sent in form of tribute 
to England, I can understand the Indian people 
accepting their condition. But when the sums so 
taken are largely spent, as they now are, for 
the avowed purpose of benefiting the Indian 
Empire and people at large, on public works, 
education, health, famine, and all the objects 
which under the influence of modern ideas fall 


within the province of State expenditure, and 
attempts are made more and more to resist and 
remove taxes such as income tax and Cus¬ 


toms, which fall on other than the landholding 
classes, while to meet the increasing burdens 
of the State additional charges are laid on 
the land, may they not awaken to the fact 
that they are being made the subject of an experi¬ 
ment, which, I venture to think in spite of 
Sir H. Maine’s criticism, can only be appro- 
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prlately described, where it is found, as “ com¬ 
munistic.”. 

From this point of view, the policy of further 
taxing the land might easily 
become a political danger, 
and the large margin on 
which under the- rent theory, the State has 
a right, if it be not a duty, to encroach, lenda 
itself too easily to such an extension. 


Danger of excessive 
taxation of land. 


In an economical point of view, I regard such 
a policy as especially mischievious. 

The function of rent is to restrain the undue 
pressure of population on the soil. The presence 
of rent is the result of the demand for land pres¬ 
sing on the supply. To take tbo rent and divide 
it among the whole population, which is done 
when it is substituted for taxes, is to counteract 
and neutralize the operation of the law of supply 
and demand, by stimulating the demand anew 
without increasing the supply, and tends directly 
to a progressive pauperization of the community. 

For these reasons, without disturbing past 
settlements, which we cannot afford to do, and 
cannot now do without gratuitous fiscal sacrifices, 
I shall rejoice to see a limit placed on future 
assessments, with a view to which the renuncia¬ 
tion of the theory of State landlordism would be 
the most effectual step. In speculating on its 
future resources, I should like to see the Govern* 
ment steadily putting rent out of view, as only 
liable to taxation in common with other forms of 
property. 




238 


LAND BSVINUS 


XL VIII. 

Extract from a Minute by Lord Salisbury 
(Secretary of State for India ), dated 29th 
April, 1875 . 

I cannot see how the question can be 
Th. question whether described as one of words, 
land revenue is a taxor 1 he practical difference be- 
renfc is of great import- tween the word rent and 
ance to the cultivator. revenue is very palpable to 
the cultivator. Under the rent theory his pay¬ 
ments are a portion of his gross produce, limited ' 
by the condition of his first paying wages and 
profits ; under the tax theory they are unlimited 
either way, save by the power of mercy of the 
Government. It speaks loudly for the character 
of British rule, that the advocates of the ryot 
call for the application of the tax theory. Under 
the Mogul they would have welcomed the rent 
theory as heartily as they would the tax theory now. 
Nor can I regard it as a question oisive . 

The fiscal relations of the 
q S»n“rt.“ B °eu£ Government to the cultivator 
ment Officer. is a question which I should 

rather accuse of obtrusiveness 
than of indolence. We may, it is true, discuss it 
under different forms. We may use the terms of 
political economy, or we may use the less accurate 
but more flexible language of unscientific men. 

.One mode of describing them may be 

more convenient and more complete than 
another. But the essential point is that the 
language used should be understood by those to 
whom it is addressed. Now it is our function to 


question to the Settle¬ 
ment Officer. 

than of indolence. 
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address Indian officials, and—speaking of the 
generation now coming into office—their vocabu¬ 
lary is derived with more or less fidelity from the 
writings of political economists. They have been 
required to study the science closely before they 
could undertake our service, and their minds were 
fresh from a close application to it when, 
for the first time, they came into contact with 
Indian life, and were trusted with a share of 
Indian Government. To the modern Indian 
statesman the refined distinctions of the economi¬ 
cal school are a splid living reality, from which he 
can as little separate his thoughts as from his 
mother tongue. To us it may seem indifferent 
whether we call a payment revenue or rent, so we 
get the money ; but it is not indifferent by what 
name we call it in his hearing. If we say that it 
is rent, he will hold the Government in strictness 
entitled to all that remains after wages and 
profits have been paid, and he will do what he 
can to hasten the advent of the day when the 
State shall no longer be kept by any weak 
compromises from the enjoyment of its 
undoubted rights. If we persuade him that it is 
revenue, he will note the vast disproportion of its 
incidence compared to that of other taxes, and 
his efforts will tend to remedy the inequality, and 
to lay upon other classes and interests a more 
equitable share of the fiscal burden. 

I prefer the latter tendency to the former. 

_ , ,, So far as it is possible to 

change the Indian fiscal 
system, it is desirable that 
the cultivator should pay a smaller proportion of 
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the whole national charge. It is not in itself a 
thrifty policy to draw the mass of revenue from 
the rural districts, where capital is scarce, sparing 
the towns, where it is often redundant and runs 
to waste in luxury. The injury is exaggerated in 
the case of India, where so much of the revenue 
is exported without a direct equivalent. As India 
must be bled, the lancet should be directed to the 
parts where the blood is congested, or at least 
sufficient, not to those which are already feeble 
from the want of it. 

I agree, tberefore, with Sir Louis Mallet in 
desiring that our present nondescript land dues 
should tond to the form of revenue rather than 
that of rent. 



FAMINE 

Famines were not unknown in ancient 
India. Famine is mentioned in several 
verses of the Eig Yeda and “death by hunger” 
in Atharva Yeda 1Y. 17-6. In Eig Yeda X. 
112-10 Indra is invoked for power to “ subdue 
all famine and evil want with store of gTain 
and cattle.” “ From this our misery and 
famine set us free ; from this dire curse 
deliver us ” is a supplication to Indra in Eig 
Yeda YIII. 66-14. 

Famines were frequent in India under 
Mohammedan rule and they were terrible 
when they came. About a famine which 
occurred in the reign of Jalal-ud-din Khilji 
the historian Badaoni writes :— 

“ And just at this time, on the very day of 
his murder* a whirlwind black with dust arose, 
and the w orld was darkened ; there was a scar¬ 
city of rain in that year, and such a famine 
occurred that the Hindus, from excess of 
hunger and want, went in bands and joining 

* Sidi, a dar w esh, who was murdered by the orders of th e 
ultan. 
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their hands, threw themselves into the river 
Jumna and became the portion of the alligator 
of extinction. Many Muslims also, burning in 
the flames of hunger, were drowned in the 
ocean of non-existence. ” * 

A very severe famine occurred in the 
reign of Muhammad Tughlak. The price 
of wheat, according to Ferishta, rose to 17 
diram per seer ( = li present seers per rupee) 
and “things came to such a pass that in Delhi 
people ate one another. ” t 

The year 1555-56, the year of Akbar’s 
accession to the throne, was marked by a 
severe famine. Badaoni thus describes this 
famine :— 

“ A severe famine prevailed throughout 
the eastern portion of Hindustan, especially 
in Agra, Baiana and Dehli. It was so severe 
a famine that one ser of jawari grain had 
reached two half-tankahs, and was in fact not 
to be had (even at that price). Men of 
wealth and position had to close their houses 
and died by tens or twenties or even more in 
one place, gettiag neither grave nor shroud. 
The Hindus were also in the same plight, 
and the bulk of the people were fain to live 
on the seeds of the mngJiilcin thorn and on 

* Tra by Ranking Vol. I. p. 235, 

t Yak ser ghalla ha hafdeh diram yaft nameshud, o de£_ 
Delhi quahat bamartbai hud ki adam adam ra tnekhurd. 
Brigg's Tra. Vol. I. p. 425. 
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wild herbs, also on the skins of the oxen 
which the rich slaughtered and sold from 
time to time ; after a few days their hands 
and feet swelled and they died. As a date 
for that year the phrase khaslim-i-Ezad 
(Divine wrath) was invented. The writer of 
these pages with these guilty eyes of his 
saw man eating his fellow man in those 
terrible days. So awful was their aspect 
that no one dared let his glance rest upon 
them ; and the greater part of that country, 
what with scarcity of rain and shortness of 
grain, and desolation, and what with the 
constant struggle and turmoil, and two 
years’ continual anarchy and terror, was 
utterly ruined, the peasantry and tenants dis¬ 
appeared and lawless crowds attacked the 
cities of the Muslims.”* 

Two more famines are recorded in 
Akbar’s reign, in 1583 or 1584 and in 1595— 
98. We know that they were severe, but 
details about them are lacking. 

Famines have been frequent under 
British rule, but thanks to the chain of protec¬ 
tive railways, and the great irrigation works, 
they do not cailse so much suffering now as 
they did in the past. It has been truly said 
that famines now are famines of work rather 
than of food. Very great progress has been 
made in famine protection and famine relief. 


Trs. by Ranking Vol. I, p. 440.450. 
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The Famine Commission of 1880 defined 
the general policy which Government should 
adopt in dealing with famines, and the work 
of this Commission, the first and . the most 
important Indian Famine Commission, was 
completed by the Commissions of 1898 and 
1901. The Commission of 1880 emphasised 
the need for anticipating famines and being 
prepared for them beforehand (XLIX) The 
Commission insisted on Government directly 
taking steps to organise famine relief, as a 
famine was a calamity wholly transcending 
individual effort and power of resistance 
(Section 105). In administering relief care 
has to be taken that indiscriminate charity 
does not demoralize the people. Hence the 
“ Labour test ” (Section 111). The main 
principles which should govern the adminis¬ 
tration of relief are enumerated in 
Section 112. 

As measures of protection against 
famines, the Commission urged the exten¬ 
sion of irrigation, and made definite sugges¬ 
tions as to the lines of railway which were 
to be constructed. Encouragement of a 
diversity of occupations was also recommend¬ 
ed, but chiefly through indirect means. 

The experiences of the famine of 1896-99 
were examined by the Lyall Commission 
appointed in 1898. It reported that a con¬ 
siderable degree of success had been attained 
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in meeting famines, both with regard to the 
saving of life and relieving distress, and 
economy. The Commission also found that 
the resources and famine-resisting power of 
the people had increased (LI). 

The Commission of 1901 reviewed the 
whole question of famine relief and famine 
protection. The chief protective measures 
that it recommended were the establish¬ 
ment of agricultural banks, suspension or 
remission of land revenue when necessary, 
permanent exemption of improvements from 
assessment, and the making of tciquavi loans 
on easier terms so that the poorer classes 
of agriculturists might be able to take 
advantage of them. 


Certainty of the recur¬ 
rence ot famine. 


XLIX 

Extract from the Report of the Indian Famine 
Commission, 1880. 

85. We now pass to the consideration of a 
general character of the 
action of the Government in 
times of famine. A very long 
period elapsed before the conviction was attained 
that Indian famines are necessarily recurring 
calamities, against which such precautions as are 
possible must be taken beforehand, and that it 
is the duty of the Government to do its utmost in 
devising some means of protecting the country, 
and to persevere in its attempts till some solution 
of the problem has been obtained. This result 
was no doubt due to the almost total absence, 
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until within comparatively recent times, of trust¬ 
worthy statistical knowledge as to the numbers- 
of the people, the rates of their deaths and 
births, and the influence on these rates of epidemic 
disease or local distress, combined with an equally 
insufficient insight into their economical condition, 
and particularly an absence of agricultural 
statistics in an accessible form. We fear that 
even yet the vast importance of knowledge of this 
description is but imperfectly appreciated in many 
quarters. The want of it has been experienced 
by us in almost every part of our enquiries, and 
we feel it to be necessary thus emphatically to call 
attention to the subject, as such knowledge is, in 
our opinion, one of the principal instruments on 
which the Government must rely in preparing for 
its conflict with famine. 

86. No sterner warning could be given of 
the paramount necessity of 
Historical sketch of the obtaining a true knowledge 

respect of famine relief. o£ the condition of the great 
population which we have 
undertaken to govern in British India, than is to 
be found in the history of the famines that have 
desolated it. We must not permit ourselves to 
be deceived by the vain hope that the famines 
of recent years have been more difficult to deal 
with than those of the past, nor have we any 
right to suggest that those who have gone before 
us were less humane than ourselves, for there is 
direct evidence to the contrary. The lesson of 
experience is that it is in vain to attempt to deal' 
successfully with these calamities, which so 
frequently deprive a large proportion of the 
people of their food supply, without a liberal 
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expenditure of money, that in order to be effectual 
this expenditure must be applied with careful 
attention to the exact conditions under which 
these visitations arise, and that as a primary 
condition of success in the administration of relief 
a more thorough insight into the vital and economi¬ 
cal statistics of the country is absolutely essential. 

103. A main cause of the disastrous con- 


_ , . sequences of Indian famines, 

0f and one of the greatest diffi- 
culties m the way of providing 
relief in an effectual shape, is to be found in the 
fact that the great mass of the population directly 
depends upon agriculture, and that there is no 
other industry from which any considerable part 
of the community derives its support. The failure 
of the usual rain thus deprives its labouring class, 
as a whole, not only of the ordinary supplies of 
food obtainable at prices within their reach, but 
also of the sole employment by which they can 
earn the means of procuring it. The complete 
remedy for this condition of things will be found 
only in the development of industries other than 
agriculture and independent of the fluctuations 
of the seasons. With a population so dense as 
that of India these considerations are of the 


greatest weight, and they are rendered still more 
serious by the fact that numbers who have no 
other employment than agriculture, are in large 
parts of the country greatly in excess of what is 
really required for the thorough cultivation of 
the land. So far as this is the case, the result 
must be that the part of the population which 
is in excess of the requirements of agriculture 
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eats up the profits that would otherwise spring 
from the industry of the community. It is not 
surprising that in a country thus situated material 
progress is slow. 

105. The precise circumstances under which 
Obligation of the state it becomes right and neces- 
to give relief in times of sary that the resources of the 
fftmil19 - State should be applied to 

the relief of want or suffering must differ in 
different countries, but the general conditions by 
which the obligation is governed appear to be 
these: (1) that the calamity shall be one which 
places it beyond the power of an individual to 
obtain the requisite relief or efficacious remedy 
otherwise than with the aid of the State; and (2) 
that intervention of the State is likely to produce 
a practically beneficial result. There can be no 
doubt that a calamity sucn as famine, exceptional 
in its nature and arising from causes wholly 
beyond human control, which deprives an entire 
population of its customary food supply, and 
arrests the ordinary employments of the wage¬ 
earning classes, is one which in a country suoh as 
India wholly transcends individual effort and 
power of resistance. It accordingly becomes a 
paramount duty of the State to give all practicable 
assistance to the people in time of famine, and 
to devote all its available resources to this end; 
and this duty is emphasized by the fact that the 
Government stands in the place of landlord to the 
agriculturists, who form the great mass of the 
population. We need not entangle ourselves in 
vain speculations as to the point at which the 
consequences of giving relief on some imaginary 
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scale of magnitude would become a more grievous 
evil to the country than the destruction that 
would follow if famine were left without relief, 
or with relief known to be insufficient. No such 
alternative is at all events at present before 


107. To secure compliance with the second 


Necessity of adminis¬ 
tering famine relief so 
as not to check thrift 


condition, w'hich prescribes 
that tho interference of the 
State shall be practically 


and self reliance, or im¬ 
pair the structure of 
society. 


beneficial, there are cercjm 
important limitations by 
which the administration of 


relief must be restricted. The British administra¬ 


tion of India, with so many of the latest appli¬ 
ances of civilisation and science at its command, 
has in many respects fundamentally changed the 
position of the people for the better; it has 
given a check to some of the great causes of 
mortality at work among them, it has provided 
many inestimable advantages, and has added 
much to the power of the community to improve 
their condition. It must be remembered, however. 


that all such advantages tend at the same time-'to 
favour the increase of the population, and to add 
to the pressure on the means of subsistence. It 


becomes, therefore, especially important that the 
Government, when it has to deal with calamities 


such as famines, should so frame its measures as 
to avoid every tendency to relax in the people the 
sense of the obligation which rests on them to 
provide for their own support by their own 
labour, to cultivate habits of thrift and fore¬ 
thought, and as far as posible to employ the 
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surplus of years of plenty to meet the wants of 
years of scarcity. The great object of saving life 
and giving protection from extreme suffering may 
not only be as well secured, but in fact will be far 
better secured, if proper care be taken to prevent 
the abuse and demoralisation which all experience 
shows to be the consequence of ill-directed and 
excessive distribution of charitable relief. 

108. The structure of Indian society is, in 
eome ways, admirably adapted for common effort 
against a common misfortune. The ordinary 
form of life in the Hindu family makes each 
individual a member of a corporate body, in whose 
possessions, rights, and duties he participates, and 
to which he is legally entitled to look for assistance 
in time of need. Even where the legal right does 
not exist, the moral obligation of mutual assist¬ 
ance is scarcely less distinctly recognised. Apart 
from family ties, there are other relationships, 
such as those of landlord and tenant, master and 
servant, employer of agricultural labour and 
employed, alms-giver and alms-receiver, which 
are of the utmost importance in binding the 
social fabric together, and enabling it to resist 
any ordinary strain. There are, too, salutary 
habits of frugality and foresight, the precious 
result of traditional experience, which have an 
all-important bearing upon the power of Indian 
society to pass comparatively unscathed through 
periods of dearth. Any form of relief calculated 
to bring these rights into obscurity or desuetude, 
or to break down these habits by showing them 
to be superfluous, would be an incalculable 
misfortune. In the same way anything which 
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diminishes the reluctance which the people 
exhibit to accept public charity, and the eagerness 
with which at the earliest opportunity they recur 
to their own unaided labour for support, would 
be a certain cause of future grave evil. 

109. The first effect of drought is to diminish 
greatly, and at last to stop. 
The classes that suffer all field labour, and to thiow 
rom famine. ou fc Q £ em pl 0 y men t the great 

mass of people who live on the wages of such 
labour. A similar effect is produced next upon 
the artisans, the small shopkeepers, and traders, 
first in villages and country towns, and later on 
in the larger towns also, by depriving them of their 
profits, which are mainly dependent on dealings 
with the least wealthy classes; and lastly all classes 
become less able to give charitable help to public 
beggars, and to support their dependents. Such 
of the agricultural classes as possess a proprietary 
interest in the land, or a valuable right of 
occupancy in it, do not as a rule require to be 
protected against starvation in time of famine 
unloss the calamity is unusually severe and 
prolonged, as they generally are provided with 
stocks of food or money, or have credit with 
money-lenders. But those who, owning only a 
small plot of land, eke out by its profits their 
wages as labourers, and rack-rented tenants-at- 
will living almost from hand to mouth, are only 
a little way removed from the class of field 
labourers; they possess no credit and on them 
pressure soon begins. Thus the classes who are 
the earliest in point of time to feel the need oi 
relief are (1) the actually landless class who live 
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on the wages of labour, and the smallest proprie¬ 
tors or occupiers ; (2) artisans and small traders ; 
(3) infirm persons and beggars who ordinarily 
live on the charity of the public or of individuals 
and (4) the dependents of all persons who by 
reason of their own distress can no longer support 
them. These classes again fall into two chief 
categories : (1) those who are accustomed and able 
to perform work of some sort; and (‘2) those who 
from any cause are incapable of labour. 

110. Such being the general character of the 
How to ascertain the calamity to be met, and of 
proper objects of utate the classes who need relief, 
aid we have to consider the 

manner in which the proper recipients of 
public charity can be most effeqtually ascertained. 
The problem to be solved is how to avoid the risk 
of indiscriminate and demoralising profusion on the 
one hand, and of insufficient and niggardly assist¬ 
ance on the other—how to relieve all who really 
need relief, and to waste as little public money as 
possible in the process. In England it has been 
considered that the'economical administration of 
public charity is best secured by placing the re¬ 
sponsibility for relief directly upon those who 
have to pay for it, and who from their local know¬ 
ledge are in the best position to judge in each 
particular case whether assistance is required. 
No such system has ever been adopted in India, 
or could, in the present condition of the country, 
be adopted without risk of disastrous failure. 
Again where limited numbers have to be dealt 
with and there is a numerous and efficient staff of 



FAMINE 


253 


officials, it may be possible to ascertain by person¬ 
al inquiry the circumstances of every applicant 
for relief sufficiently for the purpose of admitting 
or rejecting his claim. But in an Indian famine 
the Government has to deal not with limited 
numbers, but with millions of people, and the 
official machinery at its command, however streng¬ 
thened for the occasion, will inevitably be inade¬ 
quate to the task of accurately testing the indivi¬ 
dual necessities of so great a multitude. Nor 
again is it possible to entrust the administration 
of public charity to a subordinate agency without 
providing sufficient checks against dishonesty and 
neglect on the part of its members. Some safe¬ 
guards then are assential in the interests of the 
destitute people no less than of the public treasury, 
and they are best found in laying down certain 
broad self-acting tests by which necessity may be 
proved, and which may, irrespective of any other 
rule of selection, entitle to relieve the person who 
submits to them. 

111. The chief of these tests and the only 
one which in our opinion it 
Labour test. is ordinarily desirable to en¬ 

force, is the demand of labour 
commensurate in each case with the labourer’s 
powers, in return for a wage sufficient for the 
purposes of maintenance but not more. This 
system is applicable of course only to those from 
whom labour can reasonably be required ; it pro¬ 
vides a plain and intelligible method of relief for 
the great mass of the population; it affords the 
means of ascertaining necessity detecting imposi¬ 
tion, and procuring for the State some useful 
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return for its expenditure, and it avoids to a large 
extent the demoralising influences of purely 
eleemosynary aid. It requires, in order adequately 
to meet the case, as will be seen hereafter, to be 
accompanied by various other measures of relief ; 
but for those who are able to work, we can feel no 
doubt that it is the safest and most efficacious form 
of State help, and that, to use the language of a 
great administrator of famine relief in modern 
times, “ the best and most useful kind of alms con¬ 
sists in providing means of earning them. ” The 
great bulk of the applicants for relief being thus 
provided for, we believe that it will be possible for 
an efficient staff of officers to control with success 
the grant of relief, on the basis of personal inquiry 
and knowledge of the individual circumstances of 
each applicant, among the comparatively small 
numbers of destitute persons to whom the test of 
labour cannot be applied. 

112. The following are the principal rules 

of action which we consider 

The main principles ar0 mogfc lively to conduce to 
of famine relief. ,, „ . , - 

the efficient administration of 
relief in times of famine :— 

I. To lay down a definite system of proce¬ 
dure, to be embodied in a famine code, which the 
local Governments will carry out, subject only to 
financial control on the part of the Govern¬ 
ment of India. At the same time to provide, by 
the aid of a special department of the Govern¬ 
ment an improved system of recording informa¬ 
tion on subjects connected with famines, and of 
collecting and dealing with the statistical returns 
relating to the weather, the agriculture, the health 



FAMINE 


255 


and the well-being of the people, and thus to 
secure the most prompt and accurate knowledge 
attainable of a probable failure of crops, and of 
the extent and consequence of any failure that 
actually takes place. Further, to concentrate the 
control of the various branches of the Adminis¬ 
tration concerned in famine relief, and to render 
their action more efficient. 

II. pTo provide for the offer of employment 
at the cost of the State to persons capable of work 
and deprived of the means of earning their liveli¬ 
hood by reason of drought, J such employment 
being offered in time to secure them against the 
danger of falling into enfeebled condition through 
want, and being adapted to the capacity of the 
labourers. 

III. ^Simultaneously to offer gratuitous relief* 
as early as possible, in their villages, or if the case 
shall so require, in poor-houses, to persons who in 
such times are left without the means of support, 
and are from any cause incapable of providing 
for themselves ^attention being given to the great 
importance of avoiding anything that may tend to 
weaken the coherence of the village community, 
of working through the village officers or head¬ 
men, where such authorities exist, and of making 
use of any available local help for superintending 
the relief operations. 

IV. (To organise a Suitable system of village 
inspection and control,J through which the con¬ 
dition of the country and the efficiency of the 
measures of relief may be ascertained' and defects 
.brought to light and corrected, and the people 
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encouraged to avail themselves of the measures 
offered. JL 

V. \£o maintain a policy of non-interference 
with the ordinary operations of trade unless in 
some very exceptional condition of affairs when 
there may be evidence that without such inter¬ 
ference the supply of food will not be maintained ;*] 
but to keep a constant watch over the food supply"* 
of the people in time of threatened or actual 
scarcity, and to remove any impediments in the 
way of the free movement of trade ; measures 
being also taken in anticipation of the time of 
need to extend and improve to the utmost, and in 
all parts of the country, those means of communi¬ 
cation on which the distribution of the food 
directly depends, and those means of irrigation by 
which its production may be profitably increased 
and secured. 

YI. {To grant aid to the land-owning classes 
in two ways : First, to relax the demand for land 
revenue at a time of wide-spread loss of the 
harvest, suspending it freely in proportion to the 
degree of that loss, on the condition that a 
proportionate relief is given to tenants and 
others who hold subordinate rights in the 
land: 

'Secondly, to give loans to small landed pro¬ 
prietors who are in need of such assistance, and 
also to large proprietors who may be trusted to 
apply the money usefullyj 

VII. To lay down with precision the limits 
within which the principle of local responsibility 
or meeting expenditure on relief shall be applied 
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to provincial governments; and to require the 
municipal authorities in the towns, and the local 
committees in the districts, to co-operate in 
carrying out relief measures for the local 
population. 

L. 


Extract from the Report of the Indian Famine 
Commission , Part II, 1880. 
Encouragement of diversity of occupations 

1. foe have elsewhere expressed our 

opinion that at the root of 
much of the poverty of the 
people of India, and of the 
risks to which they are exposed in seasons of 
scarcity, lies the unfortunate circumstance that 
agriculture forms almost the sole occupation of 
the mass of the population, and that no remedy 
for present evils can be complete which does not 
include the introduction of a diversity of 
occupations, through which the surplus population 
may be drawn from agricultural pursuits, and 
led to find the means of subsistence in manu¬ 
factures or some such employments. 1 

2. It will be almost self-evident that such 


a change in the condition of the people could not 
be brought about by any direct action of the State, 
and that there would be much risk of interference 
of this description, discouraging the spread of 
sound principles of trade, and retarding the 
operation of private enterprise. So far as we 
are able to form an opinion on a question bo 
difficult of solution, the desired result can only 
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follow upon an increased desire to apply capital 
to industrial pursuits in India, which again will 
be a consequence of a growing conviction that 
adequate profits may be secured on investments, 
under a condition of continued peace and good 
government. 

3. The State should certainly use its utmost 
endeavours to assist in the preparation of the 
country for reaching such an advanced condition, 
but it will, we believe, be by indirect means, such 
as the extension of railways and the development 
of local trade and foreign commerce, that the 
end will be attained, rather than by any attempts 
to give adventitious aid to particular branches 
of industry. Capital will accumulate in the 
country or will flow into it for investment in 
proportion as security is maintained, and 
facilities for obtaining profitable markets for all 
sorts of produce are enlarged. 

5. Looking to the very great importance of 
fostering the growth of diverse 
l.Wy e «ol> S Xnefic1.1 branches of industry we should 
see with satisfaction any 
steps taken which would tend to it, but we are 
satisfied that the circumstances can hardly arise 
in which the Government could beneficially 
extend any system of guarantee to such under¬ 
takings for tfie purpose of encouraging their 
introduction, or should otherwise offer direct 
assistance to them. Direct State aid could not be 
given without some corresponding power of 
control or interference, and the exercise of any 
such power would be almost certainly incom¬ 
patibly with the successful management of 
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industrial occupations. It is probable, more¬ 
over, that the whole available means of the 
State will yet be required for many years either 
for railway extension, with or without co-operation 
of private enterprise, or for the extension of 
irrigation works which are no less necessary, and 
which experience has shown to be unsuited for 
management by private companies. 


LI. 


Extract Jrom the Eejoort of the Indian Famine 
Commission, 1898. 


592. 


Kestmices and famine 
ieeistirg power of the 
people. Gentral concln- 


The general conclusions that we are 
disposed to draw are that it 
may be said of India as a 
whole that, of late years, 
owing to high prices, there has 


been a considerable increase 
in the incomes of the landholding and cultivating 
classes, and that their standard of expenditure 
has also risen. "With a rise in the transfer value 
of their tenures, their credit has also expanded. 
During the recent famine these classes, as a rule, 
have, therefore, shown greater power of resisting 
famine, either by drawing "on savings, or by 
reduction of expenditure, than in any previous 
period of scarcity of like severity. "Whether it 
can be safely said that they have much improved 
in thrift, that is in the accumulation of capital, 
seems open to doubt. There is some evidence 
to the effect that the export trade and the 
improvement of communications have tended 
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to diminish the custom of storing grain, as a 
protection against failure of harvest, which used 
to be general among the agricultural classes. 
Th© skilled artizans, excepting the weavers, have 
also greatly improved their incomes and their 
style of living and very few of them required 
relief. The c ommercial cla sses, whose numbers 
are relatively small, are not generally injuriously 
affected by famines of short duration. The 
suffer severely from 
ne on famine relief. 
Beyond these classes there always has existed, 
and there still does exist, a lower section of the 
co mmunity living a hand to' mouth existence, 
with a low”standard of comfort, and abnormally 
sensitive to the effects of inferior harvests and 
calamities of season. This section^ is v ery large 
and includes the great class of day labourers and 
the least skilled of tho artizans. So far as we 
have been able~to ~fornf a general opinion upon 
a difficult question from the evidence we have 
heard and the statistics placed before us, the 
wages of these people have not risen in the last 
twenty years in due proportion to the rise in 
prices of their necessaries of life. The experience 
of the recent famine fails to suggest that this 
section of the community has shown any large 
command of resources or any increased power of 
resistance. Far from contracting, it seems to be 
gradually widening, particularly in the more 
congested districts. Its sensitiveness or liability 
to succumb, instead of diminishing, is possibly 
becoming more accentuated, as large and more 
powerful forces supervene and make their effects 


rise of prices, but do not 
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felt where formerly the^ result was determined 
by purely local conditions. We may .take this 
opportunity of remarking that the evidence 
given before us by many witnesses proved that 
I in times of scarcity a nd famin e in India^ the rise 
I in price of food is not accompanied by a rise in 
i the wages of labour ; on the contrary, owmg to 
I competition ToF^he little employment available 
when agricultural employment falls off, the rate 
of wages offered is frequently below the ordinary 
or customary rate. Such wages in times of famine 
prices are not subsistence wages for a labourer 
with dependents to support.' This explains and 
justifies the practice which able-bodied labourers 
\ often adopt of taking what private employment 
jthey can get at their homes or elsewhere, and 
'sending their wives and children to the relief 
tworks. The fact also indicates a practical diffi¬ 
culty in the way of the working of a principle 
which has been laid down by high authority. 
That principle was that remuneration on relief 
works should be always fixed so as not to attract 
labour for which there is existing employment 
elsewhere. But if the wage for such employment 
is not a living wage for the ordinary labourer 
with a family, the wage the family can earn on 
relief works must necessarily be higher. 

LII. 

Extract from the Report of the Indian 
Famine Commission of 1901. 

Lessons of Experience. 

There are certain generalizations from ex- 




262 


FAMINE 


perience which we place in the front of our 
recommendations. 

30. We desire to place special emphasis on 
_ , . , . , , the immense importance of 

pJJS. “ moral_strat_egy There 

is no greater evil than the 
depression of the people. It is a matter of 
universal experience that moral depression leads 
down a sharp incline to physical deterioration. 
A main trait in Oriental character is proneness 
to succumb to difficulties and to accept them as 
inevitable. But, if given hoar t at an earl y stage, 
the Oriental will lighT - ’upon the side of the 
Government, which is his own ; for his bolief in 
the power of Government is of a kind which to 
Western ideas is almost profane. The fullest 
advantage should be taken of tins belief at all 
stages, but especially at the outset, for the moral 
impetus given then should last through the first 
period of the famine. It is scarcely possible to 
overstate the tonic effect upon the people of 
early preparation, of an early enlistment of 
non-official agency, of liberal advances in the 
earliest stages, and of early action in regard to 
suspensions of revenue. 

34. We advocate, at all stages, the greater 

Brin? from the outset ? sa non-official . agency, 
influential ujn-oflihal In those provinces in which 
interests into touch with there are influential land- 

a,nd support of the owners it is most important 
official organization. . . , ,, 

to associate them with the 


Brinsr from the outset 
influential non-official 
interests into touch with 
and support of the 
official organization. 


Administration, as well as in making prepara¬ 
tions to meet it and in carrying relief measures 
into effect. We shall hereafter strongly 



FAMINE 


263 


recommend the policy of administering relief as 
far as possible through private agency. For 
such a policy to be successful it is essential to 
have a detailed plan of private relief works made 
out from the beginning, and to have secured, in 
advance, the consent of landowners and men of 
local influence to take upon themselves the 
responsibility for controlling and executing these 
works. 

Danger Signals. 

37. The risks attaching to the policy, which 
we advocate, of waiting on events are reduced to 
a minimum by a careful look-out for the regular 
premonitory symptoms of distress. Apart from 
the failure m the rainfall, and tho movements of 
prices, the following warnings are nearly always 
given, and in something like this order :— 

(1) the contraction of private charity, in¬ 
dicated by the wandering of paupers ; 

(2) the contraction of credit. 

‘(3) feverish activity in the grain trade; 

(4) restlessness shown in an increase of 
crime; 

(5) unusual movements of flocks and herds 
in search of pasturage; 

(6) unusual wandering of people. 

To some extent the warnings may bo decep¬ 
tive. The first three may only be temporary in 
character, as was the case in the North-Western 
Provinces in 1899 ; the full effect of their meaning 
is not known until test works have been opened. 
'The fourth is often found to disappear directly 
the first panic of rising prices has passed. 
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The order op relief measures. 

First Stage. 

41. I. The first act of the Local Government 
should be to review the fina ncial pos ition and 
appropriate the necessary funds. 

II. Arrangements should then be made 
for the co llection of estab lishment--administrative» 
executive and sanitary^—and for the distribution 
of t ools and plan t. We have already dealt with 
this to some extent, and if our recommendations 
as to lists of establishment and reserves of tools 
an d plant a re adopted, there should be no 
difficulty in meeting immediate requirements. 
But it will still be necessary to make active 
preparations for the future. 

III. Liberal advances should be given at 
this stage for the construction of tempo rary, and 
the repair of pe rmanent. wells and for other 
village improvements— 

(1) as a means of employing labour; 

(2) as a means of securing the kharif and rabi 
crops; 

(3) as an act of moral strategy, to give con¬ 
fidence to the people, and to stimulate local credit. 

This was recommended by the Commission of 
1898, but little action was taken in any province. 
It is only necessary here to say that we attach 
special importance to advances at this early 
stage. 

IY. The recruiting of non-official agency 
and the organization of pri vate charity^a hofild be 
vigorously taken in hand. 

V. Liberal advances should also be given 
for the purchase of seed for the ensuing crop 
The advances uncler Act XII of 1884 in the 
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months of September and October 1899 were 
small. 

VI. The police should be supplied wit|h funds 
to relieve wanderers in distress. 

VII. Test works should be started, and poor 
houses should be opened at the chief centres of 
population. 

VIII. Enquiries as to the suspension of 
revenue should be begun. 

IX. Belief circles should be organized, and 
the necessary inspections should be made. In 
those provinces which possess a well organized 
Band Eecords system the basis of these relief 
circles will naturally be the kanungo’s or superin¬ 
tendent’s circles. But in provinces which do not 
possess this organization it is desirable that in 
ordinary years relief circles should be marked [out 
in anticipation of the need. 

X. Preliminary lists should be drawn up of 
persons eligible for gratuitous relief. 

XI. If there are threatenmgs of a scarcity 
of fodder or drinking water, steps should betaken 
to meet it, and to encourage private enterprise to 
import fodder and to develop the water-supply. 

43. We believe that the right development 
of the relief system hinges 
Test works. very greatly on the proper 

use of test works. The ob¬ 
jection to test works rests also, it would seem, 
upon a misconception of their object, which is, 
“ not to relieve famine, but to test the presence 
of it ; not to appease hunger, but to find out 
wheth er people are ~ imH gfy ”. Without test 
works it is not possible to gauge the existence^or 
the pressure of distress, or, again, to discover the 
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time for entering upon substantial measures 
of relief. In illustration of the value of test 
works we should cite the case of the Agra 
Division and the affected districts in Madras in 
1899, where many indications of famine were 
present, and the local officers considered it at 
hand, but where test works showed that general 
measures of State relief were not required. Wo 
have no hesitation m recommending that the omis¬ 
sion to open test works should not be repeated in 
any future famine. 

45. The object of poorhouscs Js^ to collect 
and relieve paupers ~^sent 
Poor houses adrift by the contraction of 

private charity. These un¬ 
fortunate people gravitate at an early stage to¬ 
wards the towns, and poorhousos should therefore 
be opened in towns to receive them. Poorhouses 
should not be employed, as suggested by the 
Commission of 1880, to test tho noed of any person 
to receive relief ; but at a later stage they may 
approp riately be used for cont umacio us idlers. 

Second Stage. 

48. Directly the numbers attending test 
works indicate that further relief measures are 
necessary a new st age begins, and the full 
machinery of relief should be brought into play. We 
have considered whether at this or any other 
stage it is possible to distinguish, in the matter 
of relief, between the conditions of scarcity and 
of famine. We are unable to arrive at any satis¬ 
factory results. It is impossible to fix in formal 
language exactly the points where- the conditions 
of scarcity cease^and where eoaditioBS. of famine 
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begin. It is a quest ion of degree, into the proper 
appreciation of which many considerations must 
enter, and which Local G-overnments alone are 
-competent to decide. 

49. In any case there should be no delay 
whatevor in con verting test works into relief 
wor ks directly they have served their purpose as 
jtests. Conversion should tako the form of .addi¬ 
ction o f relief to dep endents, either by cooked food 
lor by cash dolos. 

50. Simulaneously village inspection must be 

fully developed ; tho staff should bo increased. 

Where necessary, the village accountant given an 
assistant to carry on his ordinary duties : and t ,e 
circles should be so arranged that evory village 
may be carefully examined once a weok by the 
circle officer, who should not be below the rank 
of a Naib Tahsildar (head karkun) or kanungo 
(circle inspector). 

51. Tho distribution of gratuitous relief 
should also begin when test works are converted 
into relief works : and care should be taken to 
see that all those entitled hy the Code to roceive 
it are brought upon the list. 

52. It is necessary at the outset to_.be strict 
in the adnlinistra tion of gratuitous relief, but the 
existing categories oT^ersons entitled to such re¬ 
lief are sufficiently strict. And, while we should 
strongly condemn, as demoralizing, any profusion 
in this matter, we attach great importance to 
bringing on gratuitous relief at an early stage 
all those who on a fair interpretation of the rules 
& re entitled to it. 

The Wage Scale. 

97. To avoid any misunderstanding, we will 
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first recur to the fundamental principle of the 
famine wage. This principle was laid down in 
paragraph 28 of the Government of India’s Cir¬ 
cular No. 44 F., dated the 9th June 1883. The 
passage runs :— 

“ The principle upon which the Government of 
India has framed the scale of wage embodied in 
the Code is that the wage should be the lowest 
amount sufficient to maintain health under given 
circumstances. While the duty of the Govern¬ 
ment is to save life, it is not bound to maintain 
the labouring community at its normal level of 
comfort. To do so would be unjust to other 
sections of the community, besides prolonging the 
period for which the labouring population would 
cling to the relief works.” 

The alternatives, it will be seen, are the 
maintenance of health and the maintenance of the 
normal level of comfort ; the form er wa s deliber¬ 
ately chosen to the exclusion of theTalter. We 
have no doubt wh at everyth fit "the range of famine 
relief should be strictly confined to the mainten¬ 
ance of health, and we accept without any reser¬ 
vation the principle laid down in 1883. 

Gratuitous Belief. 

127. There is no branch of famine relief ad¬ 
ministration in which it is more difficult to hit the 
happy mean than gratuitous relief. Difficulties 
beset the famine officer’s course on both sides-. 
Doubtless if famine is, by mismanagement, allowed 
to make much headway, there is nothing for it but 
to sa ve life at the sacrifice of other consid erations : 
but even if gratuitous relief is begun in time, there 
is difficulty in deciding how far it is right to go* 
This difficulty is enhanced by a tendency on the 
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part of the public to regar d profus eness in this 
kind of relief as a venial faul tT We regard this 
tendency with much concern, for, m truth, the 
fault is not a venial, but a very grave fault, 
being akin to that most dangerous popular vice 
—the disposition to force the Government to 
grant public charity. 

129. The necessity for gratuitous relief must 
be judged by an entirely different test from that 
applicable to other forms of relief. Other forms 
of relief are appropriately regulated by a self-act¬ 
ing test, a labour test, a distance test, a reside nce 
test, —all of which are practicable, though all may 
not be advisable ; but gratuitous relief can 
properly be regulated by personal selection alone. 
Every self-acting test that has ““been tried has 
broken down. 

130. The following heads comprise the main 
forms under which gratuitous relief is adminis¬ 
tered, and under which it may be most con¬ 
veniently considered :— 


(a) relief of dependents on works ; 

( b) poorhouses; 

(c > village relief by doles ; 

( d) kitchens. 

135. We are distinctly of the opinion that 


Village gratuitous re¬ 
lief. 


early attention to this part 
of the relief scheme saves ex¬ 
pense and suffering later on. 


If wages on relief works are reduced to a bare 


subsistence, it follows that indigent dependents, 
who cannot come upon the works, must either 


starve, or be helped by their friends on the works 


at the cost of suffering to the latter. We there- 
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toro repeat that at tho first indications of 
approaching pressure lists sho ul d bo made out of 
tbe persons eligible for gratuitous relief. 

X£\7~\% WvCl f!Vva,t VyUb^ xeAtoi 


should take, the Commission of Jb9d profan ed a 
dole m grain, and, where this can bo easily manag. 
edr'th'efe Ts much to be said in its favour. But 
when the dole is given in grain, Government, by 
implication, undertakes the responsibility_of sup¬ 
plying the g rain in Jhe. evant of failure on the 
part of private enterprise ; a responsibility which, 
in parts of the Bombay Presidency where there 
were either no banias or the banias had fled in 
terror, it was unable to fulfil. A difficulty of the 
same character, though in connection with the 
supply of grain to kitchens, was experienced in 
the Central Provinces. We think that Local 
Governments should have discretion in the matter, 
but on the whole the balance of the evidence 


appears to us to incline_ to the side of a cash 
dole. 

138. In whatever form the dole be given we 
would insist on the necessity of regular payment 
at short intervals and under constant check. 
This is required alike in the interests of the re¬ 
cipients and to prevent fraud in the way of 
double relief. 




IRRIGATION 

In an agricultural country the value of 
irrigation works, which secure the country 
against famine and which, by increasing 
production, add to the wealth of the country, 
cannot be over-estimated. Some irrigation 
canals existed in India prior to British rule, 
and as a matter of fact, the Grand Anicut in 
Madras and the remnants of old Mohamedan 
channels in the Punjab suggested to the 
present rulers of the country the idea of the 
big works which have contributed so largely 
to our prosperity. The early history of irri¬ 
gation works in India is summarised in the 
extract from the Beport of the Indian Irri¬ 
gation Commission of 1901 (sections 36 to 
43). The Commission, though recognising 
the limitations of irrigation, (sections 55 to 
61 ) recommended the extension of State 
irrigation works (sections 92 to 99), and the 
encouragement of private enterprise by 
means of taquavi loans for irrigational 
Improvements under less rigid conditions- 
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than those imposed by the Acts of 1883 and 
1884 (sections 182 to 187.) 

Present position .—In the whole of India 
excluding Native States the total area irri¬ 
gated by Productive works in 1918-19 was 
17,314,712 acres; by Protective works, 
692,366 acres, and by Minor works, 7,145,373 
acres, or a total of 25,152,451 acres by all 
the three classes of Government works. 
Table A. below shows that the area irrigated 
by Productive works was greatest in the 
Punjab. 

The Productive works are remunerative. 
The net revenue from these works for the 
whole of India in 1918-19 amounted to 
Rs. 523 lakhs, which represents a return of 
9 per cent, on the total capital outlay on 
these works (52 crores). 

The net revenue from Protective works 
in 1918-19 showed a return of 0*19 per cent, 
on capital. Protective works, as their name 
implies, exist primarily for protection against 
famine, not to bring revenue for the State. 
But the low return from them in 1918-19 is 
partly due to the fact that some of the works 
which are at present under construction, 
have not yet begun to yield revenue. 

The net revenue from Minor works 
Tepresented a return of 8*29 per cent, on 
-capital. Of the 128 Minor works which 
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were in operation in 1918-19, 113 were 
irrigation works and 8 navigation works. 

Irrigation in the Punjab o part of 
the country has benefited more by the de¬ 
velopment of irrigation than the Punjab. In 
1864-65 the total area irrigated by canal 
irrigation in the Punjab was 750,000 acres, 
the estimated value of the crops raised on 
this area being 3 crores of rupees ; in 1918-19 
the area irrigated was over 9 million acres 
and the estimated value of the crops raised 
on all canals (including those of Native 
States) no less than 55 crores of rupees. 
The value of the crops raised in 1918-19 was 
2*5 times the total capital outlay on all 
canal systems to the end of the year. The 
average value of crops per acre was 
64 rupees, while the cultivator had to pay only 
Bs. 5— as. 3 per acre for water rates. These 
figures enable us to form some idea of 
the value of irrigation to the Punjabee 
cultivator. 
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Irrigation Statistics. 

Table showing the area irrigated by Government 
irrigation works excluding Indian States t 
in 1918-19. 


(Thousands of acres). 



Pj oductive 

Protective.j 

Minor. 

Total. 

Madras 

1 

3,477 i 

107 [ 

3,251 

6,837 

Bombay Deccan 

41 

122 1 

179 

343 

Sind 

t 1,001 

1 

1,625 

2,627 

Bengal 

i 80 


20 

101 

United Provinces 

3,294 

210 

172 

3,677 

Punjab 

7,748 

... 

666 

8,415 

Behar and Orissa 

924 

66 

2 

992 

Burma 

291 


1,092 

1,455 

Central Provinces 

114 

185 

29 

329 

N. W. Frontier Province 

339 



339 

Rajputana 



11 

11 

Baluchistan 


- 

21 

21 

Total 

17,314 

692 

7,145 

25,152 
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Table showing the acreage of croups matured 
during 1918-19 by means of Government 
irrigation systems with the total 
area under cultivation in the 


several provinces . 
_(1,000 acres). 


Provinces. 

Net area cropped (l,0C0 
acres ) 

Area irrigated by 
Government irrigation 
works (1,000 acres 1 

Percentage of irrigated 
area to total cropped 
area 

Capital cost of Government 
irrigation works to end of 
1918-19 in lakhs of rupees 

Estimated value of crops raised 
on areas receiving State 
irrigation in lakhs of rupees. 

Burma 

14,728 

1,456 

9'9 

327 

1 

495 

Bengal 

24,350 

101 

0*4 

253 

68 

Behar & Orissa 
U. P. of Agra & 

7,710 

993 

12’9 

| 

631 

786 

Oudh 

30,918 

3,678 

11'9 

1,309 

2,584 

Ajmer-Marwar 

218 

12 

5 5 

35 

7 

Punjab 

N.-W. F. Pro¬ 

19,006 

8,415 

44'3 

2,251 

5,182 

vince 

2,279 

339 

14'8 

273 

216 

Sind 

3,808 

2,627 

93 5 

332 

846 

Bombay Deccan 
Central Pro¬ 
vinces, exclud¬ 

20,475 

343 

17 

501 

367 

ing Berar ... 

16,669 

329 

2*0 

359 

166 

Madras 

36,047 

205 

6,838 

18‘9 

1,121 

3,166 

Baluchistan ... 

21 

10 '2 

40 

5 

Total 

175,416 

25,152 

14‘3 

7,432 

13,888 
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Punjab Canals , Major 


Year. 

Capital Outlay, 
Direct and In¬ 
direct, to end 
of year. 

Interest char¬ 
ges to end of 
year. 

Net revenue to 
end of year. 

1887-88 

5,76 

3,18 

5,09 

1891-92 

6,70 

4,11 

6,36 

1895-96 

8,02 

5,24 

7,87 

1899-00 

9,09 

6,57 

11,37 

1903-04 

10,69 

8,03 

15,82 

1907-08 

11,23 

9,59 

21,10 

1911-12 

11,62 

11,08 

27,37 

1912-13 

14,62 

11,86 

29,78 

1913-14 

16,77 

12,53 

32,37 

1914-15 

17,17 

13,11 

34,90 

1915-16 

21,69 

14,40 

37,26 

1916-17 

22,06 

15,10 

40,13 

1917-18 

22,33 

15,85 

42,80 

1918-19 

22,45 

16,61 

45,83 




Accumulated 
profits to end 
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Works, 1918-19. 

(Lakhs of rupees). 


Accumulated 
profits to end 
of year 

''column 4— 
column 3). 

FOR THE YEAR. 

Gross 

revenue. 

. 

Working 

expenses. 

Net 

revenue 

Per¬ 

centage 

on 

capital. 

1,90 

40 

17 

23 

3 99 

2,24 

60 

22 

37 

5 ‘65 

2,63 

70 

28 

42 

5-31 

4,80 

134 

41 

92 

10*21 

7,79 

185 

57 

128 

1202 

11,50 

202 

71 

131 

1164 

16,29 

271 

83 

187 

1618 

17,91 

327 

86 

241 

16 48 

19,84 

347 

88 

259 

15*45 

21,79 

345 

93 

252 

14 70 

22,86 

345 

109 

236 

10-90 

25,02 

396 

109 

286 

12-99 

26,94 

378 

111 

266 

11'95 

29,22 

413 

110 

303 

1350 
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Table showing the areas irrigated by the 
several canals in the Punjab in 1918-19, 

(In thousands of acres.} 

Major Irrigation Works — 

~ Western Jumna Canal ... i 6 f? 

( Patiala State 


( Imperial 

Sirhind Canal Patiala, Nabha 

(. & Jind States 

Upper Bari Doab Canal 
Lower Bari Doab Canal 
Upper Chenab Canal 
Lower Chenab Canal 
Upper Jhelum Canal • 

Lower Jhelum Canal 
Upper Sutlej Canals 
Sidhnai Canal 
Indus Canals 

Total Major Irrigation / Imperial 
Works. L Native States 

Minor Irrigation Works — 

Shahpur Inundation f Imperial 

Carals. L Provincial ... 

Ghaggar Inundation / Imperial 

Canals. I Bikaner Stale 

Lower Sutlej Inundation Canals (includ¬ 
ing Hajiwah Canal). 

Chenab Inundation Canals 
Muzaffargarh Inundation Canals 

r Imperial 

Total Minor Irrigation j Provincial ... 

Works. (.Native Sates ... 


( Itvperial 
Provincial 
/ Imperial 
I Bikaner Stale 


Total Major and Minor 
Irrigation Works. 


Ration j Provincial 

(.Native Sates .. 
Minor {Imperial .. 
< Provincial 
Native States 
Grand Total 
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LIII. 

Extract from the Beport of the Indian 
Irrigation Commission , 1901—1903. 

33. The surplus rainfall becomes available 

„ . . ... for use in artificial irrigation 

tion woikT ' mga ' when 14 accumulates or flows, 
either upon tho surface or 
upon the subsoil, at a level sufficiently high to 
admit of its being diverted or raised on to the 
land. But in all cases before this can be done 
certain wor ks of construction are necessary. These 
are called works of irrigation, or, briefly * irriga¬ 
tion works.’ Thus the term irrigation works in¬ 
cludes works of many varieties and magnitudes, 
ranging from the rude contrivances which enable 
the cultivator by swinging a basket to rais e water 
fro m a po nd, to the huge emjbanknLent of earth or 
masonry holding behind it a lake of many square 
miles; or from the small temporary well, a mere 
hole in the ground lined with brushwood, to the 
gr eat canal wh ich, carrying for some hundreds of 
miles a volume of water equal to that of a large 
sized river, delivers it into a network of smaller 
channels for the irrigation of over a million of 
acres. 

34. The irrigation works of India may be. 

divided into tl ir ee main classes: I 
work"" 8 mg “ tl0 “ oanal3 ’ tanfe 7—nd wells. \ 

Under ‘canals/ are classed* 
all works of any considerable size for diverting 
the waters of streams or rivers, and carrying 
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them on to the land ; under ‘ t ank s ’, all works for 
the s’tpre of water, and all natural depressions of 
which the water is used for irrigation ; and under 
* wells^ works for giving access to the subter¬ 
ranean supply, or to t.he waters of rivers which, 
running deep below the general level of the 
ground, have to be lifted vertically before they 
can be made to flow on to the fields. Canals are 
of t he * perennia l * or. * inundation ’ typsrnraord- 
ing as they are designed to draw their supplies 
from the river at all seasons of the year, or only 
when it is in flood. In the former it is almost 
always necessary to make a weir, temporary or 
permanent, across the river so as to divert the 
water into the canal^and this is often one of the 
most expensive parts of the canal works. Inun¬ 
dation canals have no such weirs. Onco.cloared 
/of silt they go on taking in water from jthe river 
/ untHTaTIhe close of the flood season, its surface 
j falls Below a certain level, and the canals then 
i remain dry until the next flood soason 

35. In the case of large tanks or canals, 


Distinction between 
state and private works. 


works have to be made 
and subsequently maintained 
which are beyond both the 
means and management of individuals or village 
communities. “ Such works are therefore generally 
consfrm&ted and controlled by the State ; and we 
have thus a second classification of irrigation 
works into ‘ State works * and * private works.’ 
All works which have been constructed or which 
ere maintained or partially maintained by the 
State, are classed as ‘ State works.’ The irrigation 
from * private works ’ is entered in the annual 
statistics of areas irrigated under the heads of 
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canals, tanks, wells, and ‘other sources’; the 
last including irrigation’from rivers and streams, 
and from channels which are too small to be 
classed as canals. The distinction between canals 


and smaller channols is nowhere clearly defined 
and the classification adopted varies from province 
to province and evon from district to district. 

36. In the early records of the peoples of 


Early history of irri¬ 
gation works in India. 


India, dating back to many 
centuries before the commence¬ 
ment of pur era, there are 


frequent references to tho practice of i rrigation. 
Wells Have been in use from time immemorial; 


most oFthe almost innumerable tanks of Southern 


India have boon m existence for many generations 
— two in the Chingleput district of Madras, which 
^ still irrigate annually from two to four thousand 
'acres, are referred to in inscriptions which are 
\said to be of the 8th and 9th centuries of our era ; 


the practice of drawing off the flood waters of the 
Indu s an d itsTributaries by means of small inunda¬ 
tion canals has been followed from a very early 
date, and in the submontano districts of Northern 
India are still to be found the remains of 


ancient irrigating channels which havebeen buried 
for centuries in the undergrowth of the forests. 
But the numer ous l ar go works which now exist 
for utilizing the suppTiesSdf the larger rivers are of 
comparatively recent date and little seems to 
have been done in this direction before the 


country came under British rule. The most notable 
exceptions are the * Grand Anicut * across the 
rjnlfvrnOTTjrivflr in the inunda¬ 

tion canals of the Indus and its tributaries, and 
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two canals taken out of the Jumna river at a 
point where, passing through a gorge in the outer 
ranges of the Himalayas, it debouches on to the 
plains. 

37. To the * Grand Anicut,’ tradition assigns 
a period corresponding to the close of jbhe 
second c entury, though it is probably of a 

, much later date. This work is, so far as is 
! known, the greatest engineering work carried 
out in India before British rule began. It con- 
v sisted of a solid mass of rough stones, over 1,000 
feet in length, 40 to 60 feet in breadth and 15 to 
18 feet in depth, stretching across the whole width 
of the Cauvery river. It fulfilled its purposes 
for centuries, and in 1830 was still in operation, 
but the vagaries of river had not been watched, 
and by the time the main stream had begun to 
flow down a northern channel knowm as the Cole- 
roon, the district of Tanjore had lost much 
of its former prosperity. 

38. Most of the existing inundation_ canals 
in the Multan, Muzaffargarh, and Dera Ghazi 
Khan districts, were constructed by the former 
Muhammedan and Sikh rulnrs, and on many of 
these canals a high degree of efficiency was at¬ 
tained under the management of the great and 
energetic canal maker, Dewan Sawan Mai. 

39. A canal known as theJEasli, was also 
constructed by the Sikh or MuhammecTan rulers of 
the Punjab to carr y water to Lahore f rom a point 
on the Ravi river a t a distance ot 1&0 miles. When 
the Punjab came under British rule, the area 
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j irrigated by the canal was paying a revenue of 
I eighty-five thousand r upee s. Its general alignment 
was fairly good, but in detail there had been so many 
errors that to rectify them would have cost more 
than making an entirely new channel. The Hasli 
has been replaced by the Bari Doab Canal, which 
has more than twenty times its carrying capacity, 
and is one of the most important irrigation works 
in India. 

40. Owing to the proximity of the Jumna to 
Delhi, the Muhammedan rulers of IndiiTturned 
their attention at an early poriod to utiliz¬ 
ing the waters of that river for the irrigation of 
the higher lands on both banks. In the four¬ 
teenth century, Firoz Shah Tughlak constructed 
j a canal, taking water from the right or western 
j bank of the Jumna, a distanco of about 150 
miles, to irrigate his favourite hunting ground 
at Hig&ar. This canal, which had silted up, was 
repaired during Akbar’s reign by the Governor of 
Delhi for the irrigation of lands in his private 
estato, but for want of repairs it again stopped 
flowin g about the year 1647_ A. D. Tho canal was 
repaired under the direction of All lMardan Khan, 

| the celebrated engineer of’"Sh'alT'Jahan, and a 
new channel excavated to carry water into the city 
’ Delhi. During the decline of the Mughal empire 
the canal again gradually silted up until it ceased 
to flow. The canal on the eastern bank of the 
Jumna was also co nstructed ~~3 uring "fide Mughal 
Dy nasty, probably during the reign of Muhammad 
Shah (1718—1748) ; but it appears to have been 
very soon abandoned, if indeed it had ever been 
used for the carriage of water. In 1784 the work 
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was partially restored by a Rohilla Chief who suc¬ 
ceeded in bringing water to some short distance 
below Saharanpur, and there are traditions of 
serious injury having been caused thereby to the 
towns of Saharanpur and Behut No masonry 
works of any kind were constructed in connection 
with the canal ; and in their absence, owing to 
the excessive slope of the country, if any consider¬ 
able volumo of water had been allowed to enter 
the channel, it must have lod m time to a fatal 
retrogression of bed-levels. 

41. Doubts have been expressed as to 
whether those works, in their former condition, 
ever irrigated any considerable aroas or conferred 
much benefit upon tho people. Be this as it may, 
it is certain that it was the existence of the 
* Grand Anicut ’ in Madras, and the remains of 
the old Muhammedan channels, in' the Punjab and 
United Provinces, which suggested and led to the 
construction of the oarliost works carried out 
under British rule. India, therefore, in a great 
measure owes to her former rulers the first incep¬ 
tion of her present unrivalled systems of State 
irrigaUon works. The most efficient and useful 
works which were constructed in former times are, 
however, the smaller works—tanks, weirs, and 
river-channels,—which are to be found scattered 
throughout the Peninsula, and in upper Burma. 
They are most numerous in the Madras Presi¬ 
dency, where to this day they irrigate collectively 
an area equal to that irrigated by all the larger 
works which have been constructed by the British 
Government in the Presidency. 
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The Limitations op Irrigation. 

55. The main conditions imposing a limit 

to the use which can bo made 
Conditions limiting 0 f fch Q surplus drainage of 
It:"'™ 01 ' ’" lga ' the country for the proven- 
tion of famine are: — 

(1) the geographical and seasonal distribution 
of the rainfall; 

(2) the physical configuration of the country; 

(3) the difficulty of holding up water stored 
in years of good rainfall as a provision against 
a year of drought; 

(4) the character of the soil; and 

(5) the large number of different States and 
territories into which the country is divided and 
sub-divided. 

56. In its geographical distribution, the 
Limitations imposed rainfall displays a diversity 

by the distiibution of which is said to be without 
rainfall. parallel in any other country 

in the world; the average annual fall varying in 
different localities from under five to nearly five 
hundred inches. Leaving mere questions of 
distance and cost out of consideration, the general 
contour levels of the country^ will frequently 
offer"anlnsuperable obstacle to the transfer of 
water from regions of copious and assured rainfall 
to those where it is scanty and capricious. At 
the same time, the season able distribution of 
the rainfall, which is confined for the most part 
to a~7ew months of the year, presents a condition 
most unfavourable to its economical storage and 
use; for if the water is to do more than merely 
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tide the autumn crop over breaks in the monsoon, 
the storage reservoir must be made large enough 
to carry the subsequent crop to maturity by 
means of the volume stored in a single rainy 
season. Over the greater part of the country, 
there is little or no chance of subsequent rain 
refiling tho reservoir^ after its water has been 
partially utilizod. 

57. The general conformation of the surface 
Difficulties connected adds still further to the 

with the surface oonfor- difficulties and cost of storage, 
matioa - On the flat surface of the 

alluvial plains of Northern India, storage on any 
considerable scale, as we have said, is almost im¬ 
possible. If we allow for evaporation and per¬ 
colation, it involves generally the submersion of 
an area at least as large as that which would 
receive benefit from the water. 

58. On the other hand, in the Western 
Ghats, where the assured rainfall _ might be 
stored at a sufficient elevation to admit of 
its being carried into tracts where the_ rainfall 
is sc anty and peculiarly liable to failure, the stehp 
slopes of'tEe valleys necessitate, as a rule, the 
construction of a dam at least one hundred feet 
in height, if water is to be stored in any consider¬ 
able volume, and for this sound foundations and 
suitable materials within a reasonable distance 
are essential. 

59. With regard to storing the rainfall of 
impossibility of con* good years for use in a year 

se’rviug water for a year of drought, we may say that 
of drought. if there 

is one point upon 
Which our enquiries have convinced us, it: is 
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that where as in many parts of India, the 
only possible source of supply is an uncertain 
and often insufficient rainfall, it will not 
be possible to provide, at any practicable 
cost, the amount of storage required to counteract 
the effects _of severe and prolonged drought, 
i There are no means of predicting a y^ai of 
I drought, and any attempt to hold over water, 
j even for one year to the next, would entail 
the loss of an enormous proportion^ of the 
supply by evaporation and percolation. In 
these circumstances it would obviously be bad 
economy and fatal even from a purely protective 
point of view, to limit the cultivation under a 
tank, and refuse to give out water to the 
cultivators, whioh they could utilize advantage¬ 
ously from year to year, in order to hold it 
up as an insurance against a possible drought. 

60. We have already referred to the general 
Unsuitability of soil, unsuitability to irrigation of 
the black cotton soils which 
cover such a large portion of the area of India. , 
, In addition there are areas of inferior saody or 
I stony soils_which would never repay the cost of 
i artificial watering. And, we may add, there are 
1 enormous areas of forest and uneultivable__waste 
where water cannot be used, however great the 
facilities for providing it. In British territories 
alone, in the area under consideration the forests 
cover an area of more than eighty thousand 
square miles, or eleven per cent of the surface ; 
an4 there is nearly twice that area of uncultivable 
waste. About one hundred and twelve thousand 
square miles are said to consist of lands fit for* 
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cultivation which are now lying waste, but a 
very considerable proportion of this Jias a soil 
too poor to repay.Jhe cost of -cultivation. 

61. The numberless ter rito rial divisions of 

Territorial difficulties. the «°HS tr y and'the manner 
in which the various States 
and territories are inter-mingled, have also been 
a material obstacle in the past to the development 
of irrigation. The only suitable site for a storage 
work may l ie in a territory whose pe ople would 
not only derive no . benefit, but might even be 
put to considerable loss and inconvenience, by 
the construction of the work; or the full 
utilization of an available supply may only be 
possible by the co-operation of two or more 
qf.g.t.fla who are unwilling to combiner We have 
found numerous instances in which these and 
other territorial considerations have offered in 
the past a serious hinderance to the construction 
of irrigation works ; but we believe that in the 
settled condition of the country, these difficulties 
will be found capable of adjustment by friendly 
co-operation of the states concerned with each 
other and with the Supreme Government. 

State Irrigation Works. 

76. The State irrigation works in India 

Classes of works. « on ® ist essentially ol _two 

kinds ;_ small works originally 
constructed by the former rulers of the country 
or the owners of the soil, and now controlled and 
maintained by Government; and large works 
which have been constructed or reconstructed by 
the British Government as productive or protective 
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public works, or in other words, as financial 
investments which were expected to be either 
directly or indirectly remunerative. Most im¬ 
portant, though not all, of the latter are tech¬ 
nically classified as major works, while_the_class 
4 min or w orks includes all the former and also 
a few oTthe latter. The minor works consist for 
the mosfc~part of s mall local works which are 
maintained by Government in consideration of 
the revenue derived from or dependent upon them, 
but s o little capital .outlay has haem.incurred 
on them by the British Government that capital 
accounts have not been opened for them. Botween 
works of this kind and major works there is, 
however, an intermediate class, known as min or 
works for which capital and revenue accounts 
are kept. Some of the works in this class are cld 
native works which have been improved or enlarg¬ 
ed Tjy~Government at a considerable cost; others 
are new works, generally of small size, which 
have been constructed by the British Government 
but which have not, for reasons which it is 
unnecessary now to consider, been classed as 
major works. State irrigation works must, 
therefore, be considered under three heads:— 

(а) Major works. 

(б) Minor works for which capital and 

revenue accounts are kept. 

(c) Minor works for which capital accounts 
are not kept. 

Major Works. 

78. It would be difficult to overestimate 
Protective value. the value to the country of 
these fine systems of irriga- 
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tion works which may be said, with some slight 
reservations in respect of the Cauvery works in 
Madras, to have been entirely created by the 
British Government within the last eighty years. 
They irrigate annually over 11 million acres, 
and completely protect from famine an area 
which, except in the Madras and Orissa deltas, 
may be said to vary from twice to four times 
the area annually irrigated. Tin some parts, as 
in Sind, there can be no cultivation, and there¬ 
fore no population, without canal irrigation. In 
others, the effect of the works in maintaining or 
raising the level of the subsoil water, on which 
the well irrigation depends, is of the utmost value 
and importance. The value of the crops irrigated 
by the canals in a single year is about equal to 
the whole capital cost of the works; and in 
iyears of famine the produce of the irrigated area, 
being largely available for transport to distressed 
tracts, becomes an important item in the general 
food supply of the country. 

Minor works for which capital and 
REVENUES ACCOUNTS ARE KEPT. 


80. 

Character 

works. 


Under this head are included a few 
t small works which have been 

0 16 initiated and carried out by 

the British Government, but 


the majority of the works of this class were 

constructed by former _xiikxa ^ the country or 

in their times. They have, however, been en¬ 
larged and improved by means of expenditure 
which has been charged to capital account and 
the works are credited with the increase of 



IKRIGATION 


revenue which is attributable to that expenditure. 
In the Punjab and Siud, minor workB consist 
almost entirely of groups of inundation canals 
from the Indus or its tributaries, which irrigate 
very large areas. In other provinces they 
consist partly of tanks or storage reservoirs, and 
partly of small canals or groups of canals which 
generally take off from above weirs built across 
the smaller streams of the country. There are, 
in all, seventy-thretf minor works for which 
capital accounts have been opened. 


82. The works irrigate over 2 million o i 


Protective value and 
magnitude of the works. 


acres annually, but the 
irrigation is more variable 
and uncertain than that 


effected from the large works, both inundation 
canals and tanks being liable to fail in unfavour¬ 
able seasons. Nevertheless the protective value' 
of these minor works is very great when compared, 
with the capital outlay incurred * on them. The 
total length of the Government channels pertain¬ 
ing to them exceeds 7,000 miles, and there are 
storage reservoirs with an aggregate capacity of 
over 25,000 million cubic feet. 


Minor works for which Capital 


Accounts are not kept. 


83. We have next to consider what may be 
called the indigenous State 
Nature of « orks. irrigation works, the mainten¬ 

ance of which has been 
undertaken by the Government. These works 
are essentially of the same kind as those which we 
have just been considering, the difference being 
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that in respect of these no charges have been made 
to a capital account. It must not be supposed, 
however, that Government has never undertaken 
anything more than the bare mintenance. 
Considerable sums have been spent in improving 
and developing the works, but it has been found 
more convenient to charge such expenditure 
against a revenue account, and to avoid the com¬ 
plications of a capital account. 

84. Under this head are included all the inun¬ 
dation canals in the Punjab and Sind which 
have no separate capital account, and also all the 
old or native irrigation works in Upper Burma, 
which resemble those in Southern India, and con¬ 
sist either of tanks or small canals taking off from 
above temporary or permanent weirs across the 
beds of minor rivers. But collectively the most 
important item under this hoad is the 40,000 
tanks, river channels, or- other petty irrigation 
works which are to bo found in the Madras Presi¬ 
dency, and which irrigate between them more 
than three million acres. 


Scope for further extension of State 

IRRIGATION WORKS. . 

Protective value of irrigation. 

93. It has often been urged that the indirect 
_ f advantages of irrigation in 

g India are BO great and ineon- 
testable that the question of 
direct financial return which may be anticipated 
on the capital outlay is one of minor im portance 
to which very little regard should be paid. /This 
proposition is not likely to commend itself to 




IRRIGATION 


293 


those who are responsible for finding the large 
sums of money required for the coustruction and 
maintenance of irrigation works; and it seems 
desirable to form a clear idea of the nature of in- 
dir ect ad vantages whic h am claimed for irrigation 
works, and of their comparative, if not absolute, 
value to the State in different circumstances. 
These advantages are of three kinds, each of which 
must be considered separately :— 

(a) The increase in the general wealth and 
prosperity of the community resulting 
from the increase m the produce of 
cultivation due to irrigation even in 
years of normal or more than normal 
rainfall. 

( b) The effect of irrigation and of large 

water storage works in increasing the 
hu midity of tho air , and in raising the 
level of the underground water-supply. 

(c) The prevention or mitigation of the 

horrors of famino. 

94. The value of irrigation in increasing the 
wealth and food supply of the country cannot be 
doubted ; and* although the amount or per¬ 
centage of this increase varies greatly for different 
tracts, it can generally be estimated approximately 
for particular tracts in which irrigation works 
have been for some time in operation. There 
are, however, obvious limits to the permanent 
charges which the State may reasonably be ex¬ 
pected to meet for the purpose of increasing the 
produce or-the-prefits of cultivation in particular 
tracts. The value of the crops which have been 
irrigated in a single year is often compared with 
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the capital cost of the works. The comparison 
may be interesting, bnt it is very misleading as 
an indication of the value of the work. In the 
first place, the value of the crops which receive 
irrigation from a canal does not always represent 
the value of the increase of produce due to irri¬ 
gation. It may do so in parts of Sind and the 
Punjab where cultivation without irrigation is 
impossible, but not on the Orissa or Kurnool- 
Cuddapah Canals : on the former canal, owing to 
the generally copious rainfall, the difference in the 
value of the irrigated and unirrigated crops is small 
in ordinary years ; and on the latter the people 
find it more profitable to cultivate large areas 
of dry crops for which the rainfall is ordinarily 
sufficient, than to put a smaller area under 
wet (rice) cultivation. Bub when the increase in 
the value of produce due to Irrigation has been, 
determined, it must be compared not with the 
capital cost of the works, but with t he annu al 
net charge fo r interest and main tenance which 
they impose on the 8'tateT We have found that 
there are many works on which this charge varies 
from Rs. 5 to Rs. 8 per acre irrigated. Prima 
facie , there is no more reason for calling on the 
State, or, in other words, on the general tax¬ 
payer, to bear a permanent charge of, say, Rs. 6 
per annum, for the sake of increasing by irriga¬ 
tion the produce of an acre of land belonging to 
a private owner, than there would be for calling 
on it to pay a similar amount...tOE. tj;e. pur pose of 
supplying another man’s acre wifcjj. manure. Apart 
from the question of famine protection, which 
will be considered separately, the maximum per- 
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manent charge which the State may reasonably 
undertake in providing irrigation, should theo¬ 
retically be l imited by the share of the increase in 
the value of produce due to irrigation which it 
will be able to recover indirect ly. It is hardly 
necessary to say much here as to the manner in 
which a share in the increase of the wealth of the 
community comes back, in some indirect form or 
other, to the State, as by the increas e in ra ilway 
ea rnings or from the revenue derived from excise, 
stamps, income-tax, etc., or by other ways in 
which the State shares in the prosperity of the 
country ; but a measure of this share may be 
proposed which will be sufficient for our present 

argument.The best measure of the increase in 

fthe profits of cultivation due to irrigation appears 
to us to be the amount w'hich the people are 
willing to pay for it, that is, the gross revenue o f 
the works ... 

yy. [ 17ie important question of the value of 
protective irrigation works in preventing or miti¬ 
gating the cost or horrors of famine, has next to 
be considered. We have already observed that, 
apart from the question of famine protection, 
there i s.no reason why the S tate shou ld accept a 
permanent charge on the revenue for the sake of 
increasing the productiveness of land belonging to 
private owners ; and at any rate s uch c harge 
should be limited *-n the Amfmrh which may be 
rec ouped bv the shar e of the increased produce 
which will come back to it in an indirect form. 
The r eservation in resp pp* r>f famine protection is, 
how ever all-im votant. The obligation on the 
State to incur whatever expenditure may be ne¬ 
cessary to save life during famine, involves future 
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liabilities which cannot be evaded, and of which 

full account must be taken.. 

Loans fob Improvements. 

182. Of all the methods by which Govern¬ 
ment is able to stimulate and 
The Takavi system, assist private irrigational 
improvements, the most 
convenient and obvious is the system of State 
'advances to the cultivating and land owning classes, 
Iknown as takavi. We proposo, therefore, to con¬ 
sider briefly what use has been made of this 
system and how far such use is capable of extension, 
and this system capable of improvement. This 
system has existed in India from time immemorial, 
and is now regulated by special laws, namely, Land 
Improvement Loans Act (XIX of 1883) and the 
Agriculturalists’ Loans Act (XII of 1884) for the 
whole of India, and by rules under these Acts 
framed for each province by the Local Govern¬ 
ments and sanctioned by the Government of 
India. Under the former Act money is advanced 
for specific purposes of land improvement, and 
under the latter for seed, cattle, and other mis¬ 
cellaneous agricultural purposes. But the objects 
of the two Acts are closely connected, for it will 
often be the case that in order to make efficient 
use of his improvement the cultivator will'find it 
necessary to provide himself with cattle and 
manure, well-gearing and the like, if not with 
seed. 

191. The Collector or head of the district 
ha& authority, under the rules 
jRigidity of collection^ in all provinces, to ^susp end 
payment on the occurrence of 
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f ailiiffl of crop s or other exceptional calamity, 
subject, however, to a report to higher authority. 
But this power of suspension is not very frequently 
exercised, except in jTears ot very general failure 
of~cro'ps ; and when it is, the result is merely to 
postpone payment of the instalment for a single 
season, with the result that in the ensuing year 
the cultivator has to pay double the usual amount. 
The increased payment must often be raised with 
difficulty, and it is probable that under the cir¬ 
cumstances cultivators would seldom care to apply 
for suspension of takavi payments. We are of 
opinion that sus pension shoul d ho givfin without 
hesi tation wheneve r, from causes beyond the con¬ 
trol of the borrower, his_crop^iajJ-to such an extent 
as to render the payment of the year’s instalment 
unduly burdensome to him; that whenever sus¬ 
pensions of revenue are granted they should carry 
with them automatically s uspensions of the 
tak avi insta lment w'hich may be due the same 
year ; that the officer who has authority to grant 
the loan should also have authority to grant the 
suspensions ; and that the suspended instalment 
should not be made payable in the ensuing year 
with the instalment of that year, but that the 
effect of suspension should be t o postpone b y one 
year t he payment of all re maining i nstalments 
du e on th e loan. It seems also unnecessary for 
the” hbad of the district to report each case of 
suspension, as it occurs, to superior authority. 
Greater leniency in the matter of recovery cannot 
well be exercised by Government, which in these 
matters is unable to place itself in the same 
position as a private creditor. 
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19*2. There is, however, a measure which 
would undoubtedly go far 
Period of repayment. to mitigate the hardship of 
rigid recovery and that is the 
lengthening of the periods of repayment. In 
several places these periods have been criticized 
as too short. 

Generally speaking, then, the sole considera¬ 
tion in determining the period of repayment 
should be the durability, or what we may term 
the * life ’ of the work ; the full period so deter¬ 
mined should be offered to the borrower and no 
pressure whatever should be placed upon him with 
the object of inducing him to choose a shorter 
period. 





INDIAN INDUSTRIAL DEVELOPMENT. 

The report of the Indian Industrial 
Commission, from which an extract is given 
below, deals with pre-war industrial con¬ 
ditions in India. The development of Indian 
industries during the war has been described 
in Chapter XVII of Part I. 

LIV. 

Extract from the Report of the Indian 
Industrial Commission , 1916—18. 

Industrial deficiencies of India. 

74. The basis of modern organised indus¬ 
tries in those countries where 
Causes of deficiencies, they made their first appear¬ 
ance, was the manufacture of 
cast and wrought iron. The invention of the steam 
engine created the necessity for machine tools, to 
produce parts which would fit with sufficient 
accuracy to give smooth and efficient working. The 
existence of machine tools greatly facilitated the 
manufacture of standardised parts in large 
quantities, which were in demand for the mechani¬ 
cal processes required in textile and other similar 
industries. These large scale manufactures 
increased the demand for industrial chemicals. 



300 


INDIAN INDUSTRIAL DEVELOPMENT 


But the course of industrial development in 
India has followed very different lines. The poli¬ 
tical and economic conditions of India in the past 
have created a large export aud import trade; 
and this trade has brought about the present in¬ 
dustrial position. A large railway system and 
such other mechanical facilities as were necessary, 
for the preparation and transport of produce for 
export have been brought into existence, but, in 
the absence of an existing iron and steel industry, 
with imported appliances. The great textile in¬ 
dustries similarly rely almost entirely on imported 
plant and spares. The obvious need of having 
repairs done on the spot has led to the establish¬ 
ment of numerous engineering shops, without any 
corresponding equipment for actual manufacture. 

77. Where money has been invested in indus¬ 
tries, it has generally been 
Shyness of capital for confined to a few simple and 
mode", enterprise, gene- safe enter p rlse g 0 f an ob- 

viously attractive nature, 
whilst equally important minor industries have 
been almost entirely neglected, partly in ignorance 
of the country’s resources in raw materials, but 
mainly because commercial firms have prospered 
too well along conservative and stereotyped lines 
to trouble about undeveloped industries with un¬ 
certain prospects. Before the war they could 
always be sure of importing all necessary stores 
and machinery of assured and regular quality, and. 
they have naturally preferred* a safe profit from 
trade, or from such established industries as jute 
and cotton manufacture, to a doubtful return 
from such ventures as metallurgical and chemicaL 
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manufactures. Another contributory cause 
has been the practice pursued by Government 
departments of indenting on the India Office for 
miscellaneous stores, which has been to some 
extent due to the absence of a stores-purchasing 
department in India. Government rules intended 
to encourage the purchase of locally manufac¬ 
tured articles have not succeeded in counteracting 
the tendency of indenting officers to place on some 
recognised authority the responsibility for price 
and quality. 

Generally speaking, the industries based on 
technical science have been disregarded, because 
profits in other ways have been easy and assured. 
The neglect of applied science is perhaps the most 
conspicuous among our administrative deficiencies. 
* * * * 

82. The list of industries which, though 

, their products are essential 
Dangers of deficiencies alike in peace and war, are 
lacking in this country, is 
lengthy and almost ominous. Until they are 
brought into existence on an adequate scale, 
Indian capitalists will, in times of peace, be de¬ 
prived of a number of profitable enterprises, 
whilst in the event of a war which renders sea 
transport impossible, India’s all important exist¬ 
ing industries will be exposed to the risk of stop¬ 
page, her consumers to great hardship, and her 
armed forces to the gravest possible danger. 

83. The removal of these deficiencies is one 

of the main objects of our 
Suggested remedies. proposals, and the various 
schemes which we set forth 
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are designed to meet this end, as well as to 
promote the industrial prosperity of the country 
generally. We desire, however, to draw attention 
here to the necessity of securing the inception in 
India of certain very specialised and essential in¬ 
dustries which must be set up in this country at 
the earliest possible date, if grave dangers are to 
be avoided. Though in many cases the importa¬ 
tion of technical specialists will be sufficient to 
enable our local industrial capitalists to get to 
work, there are a few classes of articles produced 
only by firms which have attained efficiency in 
their manufacture after the experience of many 
years and the expenditure of much money. The 
machinery and apparatus which they employ is 
often manufactured only by themselves or to their 
own specifications, and its imitation in this country 
is not possible, nor were it possible, would this 
be sufficient. Therefore to attain its end, Govern¬ 
ment must take special steps to facilitate the 
manufacture of these articles in India. Among such 
industries we would mcludo the production of such 
essential articles as magnetos, incandescent lamps, 
ferro-tungston, “ high-speed ” steel, graphite cru¬ 
cibles, special form of porcelain for insulators, 
chemical glass, and probably also certain forms of 

“ heavy ” chemicals, rubber and vulcanite. 

Technical assistance to industries by 
Gov EENMENT. 

20th It is necessary to indicate in somewhat 

Reasons for adopting S , cater det "' the /P ? 011 * 1 
in India a policy of di- cessity which exists in India 
rect assistance to indus- for direct Government parti- 
trialists. cipation in the initiation and 
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improvement of industries by experiment, by 
advice and help, and where necessary, by 
example. We think that in the peculiar 
circumstances existing in this country, any limi¬ 
tation of the functions of the 'State in accordance 

with the principles laid down by Lord Morley. 

will render our proposals of little benefit to 
Indians and will also detract largely from their 
general usefulness. 

The risks to which private enterprise is ex¬ 
posed in India or elsewhere, when embarking on 
industrial work in new directions, are proverbial. 
India, however, possesses one great advantage; 
the new industries or processes that may be 
started here are almost always old industries or 
processes in other countries, though they may 
require modifications to suit them to Indian con¬ 
ditions. On the other hand, the country's lack of 
industrial organisation, of private consultants and 
specialists, of information on the industrial value 
of raw materials, and of experience in the way of 
approaching industrial problems, are serious ob¬ 
stacles, especially to the smaller-scale under¬ 
takings. Under present Indian conditions, this 
class of organised industries has groat possiblities 
and is in every way well suited to Indian enter¬ 
prises in most parts of the country. But the 
Indian investor is most reluctant to risk his money 
in undertakings of this sort, unless they relate to 
industries which are already established and prac¬ 
tised extensively. Of the readinese to invest 
money in industries which can already claim a 
number of successes, we have had abundant evi¬ 
dence ; indeed this tendency has had unfortunate 
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-effect, in some instances, of creating more indivi¬ 
dual undertakings than the industry can support. 
This seems, at any rate, to indicate that there is 
capital seeking industrial outlets, and that the 
directions in which it can be employed are at 
present, from the point of view of the Indian in¬ 
vestor, insufficient. We are further confirmed in 
this view by the freedom with which money is 
forthcoming for new ventures where the manage¬ 
ment has earned public confidence. 

204. If we are to suggest the way in which 
. . . Government assistance can 

e»«d b7 Indian X best be g iv0 “' il ia 
trialists, for us to understand the diffi¬ 

culties of industrialists who 
engage in new undertakings in India, especially 
on a small scale. The smaller industrialist, 
whether Indian or European, who is thinking of 
taking up a new venture, seldom has the advantage 
of a name which commands the confidence of 
a wide section of investors, or the support of large 
resources of his own, and he is thus not in a posi¬ 
tion to engage the assistance of experienced techni¬ 
cal advisers in his preliminary investigations. The 
knowledge of the industry which he possesses is 
more often than not incomplete. He may have 
familiarised himself with it in actual operation in 
another country ; but to start it in a new field 
demands greater practical experience and skill 
than he has usually acquired. 

But even in the case of the larger undertakings, 
where funds are sufficient to engage expert technical 
advice, the following difficulties often occur :— 

(1) There is frequently some uncertainty as 
to the quality and quantity of the raw material. 
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At the outset, it may apparently bo abundant at 
reasonable prices; but directly any demand for 
it is created, the supply falls off or prices un¬ 
accountably rise. It is, therefore, difficult to frame 
a safe estimate beforehand on this point, simple 
as it may seem. 

(2) The industry may involve the training 
of labour to carry on its operations, and this may 
entail a very considerable initial outlay, adding 
greatly to the cost. 

(3) The country-made articles competing 
with foreign imports are always looked upon 
with suspicion, and generally have to be sold at a 
much lower price to command a market, even 
when the quality is equally good. 

(4) When success is attained, rival enter¬ 
prises are immediately started, the trained labour 
is enticed away, the cost of the material is some¬ 
times enhanced, and competition, possibly in a 
weak market, has to be faced, with the result, that 
the monopoly upon which a new enterprise must 
count to recoup extraordinary initial expenditure 
rapidly vanishes, and profits are reduced to a level 
at wffiichouly those can work successfully who are 
benefited by the work of the pioneer without hav¬ 
ing had to pay for it. 

The cautious individual realises these risks and 
refuses to be tempted into new paths. Those of 
a more sanguine temperament, or with less ex¬ 
perience, are attracted and too often come to 
grief. 

Some of the difficulties which we have enu¬ 
merated above are common to new industrial 
efforts in all countries, and cannot be eliminated 
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in India. But the Government organisation 
which we propose will at any rate ensure technical 
advice for the small industry, and adequate eco¬ 
nomic and scientific data for all classes of under¬ 
takings. This will furnish industrial enterprise 
of all kinds from the outset with much better 


prospects of success than in the past. We believe 
that public opinion is completely changed in 
regard to the permissible limits of State activity, 
and that the grant of such assistance as we pro¬ 
pose is urgently demanded. 

205. We have already, in previous chapters, 


Meaning of “ pioneer¬ 
ing ’’ and “ demonstra¬ 
tion”. 


explained our views regarding 
the means of providing in¬ 
dustrial research and the re¬ 
sults that are likely to follow 


from it. We think it desirable now to explain 


the meaning which we attach to the terms “ pio¬ 
neering ” and “ demonstration ”, when applied 
to Government industrial undertakings started 


for the assistance of industries. These two ex¬ 


pressions are often used as if they had the same 
meaning, and with the vague idea that they cover 
the whole field of Government assistance. In any 
case, they represent the greatest departure from 
the old laissez faire standpoint; and it is for these 
reasons that we consider it advisable to describe 
the actual methods which these terms are intended 
to denote, and the limitations to which these 
methods should be subject. 

By “ pioneering ” we mean the inception 
by Government of an industry 
“ Pioneering. ’’ on a small commercial scale, 


in order to ascertain and. 
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overcome the initial difficulties, and discover if 
the industry can be worked at a profit. It must 
be clearly understood that Government should 
only undertake the pioneering of industries when 
private enterprise is not forthcoming, and that, 
as a general rule, Government participation 
should only be continued till the object with which 
the operations have been started has been fully 
attained. By this we do not mean that the 
Government factory should necessarily be closed 
down, as soon as a private individual or company 
is willing to take it over, or it has reached some 
degree of commercial success. The opportune 
moment can be decided only by a full review of 
the circumstances of the case, and in some in¬ 
stances it will be found that the new industry is 
capable of development far beyond the initial 
stages at which it is profitable, before the with¬ 
drawal of Government becomes imperative in the 
interests of those who have invested, or are 
anxious to invest, capital in the new industry. 

Further, a Government factory which has 
successfully passed through the 
**• Demonstration.” pioneer stage will often prove 
a useful training ground, 
both for the men who are to control the industry 
in the future and the workmen who are to be en¬ 
gaged in it. This leads us to consider the sugges¬ 
tion made by some witnesses, that Local Govern¬ 
ments should establish and manage what may be 
termed “ demonstration factories ". The objects 
might be either educational, in which case these 
factories would serve as schools for the training 
of men as operatives, foremen, or managers, 
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under strictly commercial conditions ; or, in other 
cases, the primary idea would be to show how to 
improve local industrial practice. As examples 
of the first, we may cite a glass factory, in which 
the training of operatives would be the raison 
d'etre for its existence ; of the second, a silk-reel¬ 
ing and throwing house to demonstrate the ad¬ 
vantages of modern methods of operation on a 
factory scale, in comparison with the existing in¬ 
digenous cottage methods. These factories would 
be the counterpart in industries of the demon¬ 
stration farms established by the Agricultural 
Department. In actual practice they would bo 
required principally in connection with the 
development of cottage industries, and we allude 
elsewhere to their necessity as a part of the 
scheme for the training of hand-loom weavers. 
If the object with which each factory of this class 
is started be kept strictly in mind, there can be 
no doubt that, so long as it fulfils its primary 
function, it must prove useful and can in no sense 
be regarded as likely to interfere with the develop¬ 
ment of private enterprise. 

206. Starting with the preliminary state- 
Division of industries meat of our views regarding 
into “cottage”, “small the attitude which should 
organised,” and “large be adopted by Government 
organised ” industries. j E reE dering assistance to 
industries, we may now indicate different 
ways in which action can be taken and the 
various methods by which the machinery that 
we have proposed to create can be brought into 
direct contact with industries. We have now in 
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India two industrial systems working side by 
side, covering respectively :— 

(a) Industries carried on in the homes of 
the workers, which we have desig¬ 
nated as “cottage industries.” In 
these the scale of operations is small 
and there i9 but little organisation 
so that they are, as a rule, capable 
of supplying only local needs. 

(&) Organised industries carried on in 
workshops and factories, which vary 
in size from simple rural factories 
carrying out a simple operative 
process, to the big textile mills and 
engineering workshops, employing 
thousands of hands and possessed 
of complete organisation both for 
manufacture and trade. 

These organised industries may be sub¬ 
divided into two classes. In the case of the 
first, the interests involved are mainly of a 
provincial character. In the case of the second 
the industries have markets extending far beyond 
the.boundaries of a single province or even of 
India, and their inception and management give 
rise to questions of inter-provincial or even inter¬ 
national trade, which can best be handled by an 
imperial organisation. As examples of these two 
classes of organised industries, we may cite, as 
belonging to the first, engineering workshops, 
tanneries, sugar factories, rice mills, some textile 
mills, cement works, glass works, wood distillation 
plants, distilleries and breweries, and the majority 
of the miscellaneous workshops engaged mainly in 
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manufacturing for a local market. In the 
second class will be included industries usually 
carried out on a very large scale and involving 
very high capital expenditure, such as “ heavy ” 
chemical works, iron and steel works, electro¬ 
metallurgical and elecro-chemical works, ordnance 
factories, factories for the manufacture of 
explosives, and the larger metalliferous mines 
with their associated metallurgical works. 

It will, we think, be obvious from the outset 
that each of these systems will require separate 
treatment, and the manner in which they can 
be assisted will be most easily explained by a 
reference to examples which have come to our 
notice. 

207. Owing to their lack of contact with 
TT . , the outside world, new 

P ideas do not readily occur 

to these small workers, and 
they can receive material help from the supply 
of new patterns and designs, an example of 
which we saw at the Amarapura Weaving School 
near Mandalay, where the popularity of the 
school was almost entirely due to the new designs 
introduced by the Superintendent. Much useful 
work can be done by bringing to the notice of 
artisans labour-saving devices, or even such 
complex pieces of mechanism as the jacquard 
machines for weaving intricate patterns on hand- 
looms. The processes employed by metal 
workers are especially susceptible of improve¬ 
ment in this way. In most parts of the country 
they are ignorant of the use of patterns for 
casting work and of the advantages of stamping, 
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pressing, and spinning metal. Where considerable 
colonies of these artisans exist, their status can 
bo raised and their output greatly increased by 
the establishment of small auxiliary factories 
employing machinery to carry out operations 
which involve much time and labour, when carried 
out by hand. These may be started by private 
individuals, by Government, or by co-operation 
among the artisans themselves, assisted by 
Government. Some attempts in this direction, 
we found, had been made in Madras, Nagpur and 
the United Provinces ; but equipment was lacking 
and the attempts were not properly carried 
through. 

208. In the case of the existing larger 
, . , organised industries, there 

° rgam ' ed will seldom be any call 
for technical assistance, as 
they are under the control of competent experts 
who will only look to Government to conduct 
scientific researches and to provide accurate 
economic data, including such information as it 
will be the duty of the Commercial and Industrial 
Intelligence Department to supply. In the 
inception of industries of this class which are 
new to India or to a particular area, Government 
can render much assistance, both by way of 
conducting preliminary investigations regarding 
the raw materials available, the conditions under 
which the industry may be carried on, and the 
markets open to its products, and by the supply 
of technical advice in regard to the location of 
the factories, the design of the buildings, the 
arrangements for water supply and the selection 
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of the machinery to be employed. To carry out 
this work, the services of industrial experts, who 
would be mainly mechanical engineers with 
special industrial experience, would be necessary 
and the imperial scientific services would be 
drawn upon to provide the more highly special¬ 
ised forms of scientific and technical assistance. 
Preliminary enquiries will frequently involve the 
examination of raw materials by an analytical 
chemist, and, in each province, there would be 
required at least one man drawn from the Indian 
Chemical Service, with a staff of assistants and 
a properly equipped laboratory, to deal with this 
work and to advise on ordinary local questions 
such as the quality of the water supply, the 
calorific value of the fuels available and the 
disposal of refuse. 

209. We have already emphasised the 
. importance of small 
iaSto. 0r8a " organised industrial under- 
takings, and have explained 
the difficulties which confront them and the 
reasons why they have so largely failed to attract 
support. The industrialist operating on a small 
scale frequently embarks on a venture, being 
imperfectly acquainted with the nature of the 
business, and, at the very outset, handicaps him¬ 
self by laying his limited capital on unsuitable 
plant and machinery. There are no consultants 
to whom he can go for advice, and usually he 
copies blindly what he has seen working some¬ 
where else. It is desirable to provide competent 
technical assistants for such a man. 
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212. In our chapter on tho industrial defi¬ 
ciencies of India, we have 
. Ind " strie ’ of ”“ ti0 "‘' given some account of the 
importance. work which will have to be 

done to place India on a firm basis of economic 
self-sufficiency and of self defence ; and it is clear 
that, from this point of view, there are strong 
arguments for a policy of diroct Government 
assistance in respect of essential and new industries. 
We contemplate that only in exceptional circum¬ 
stances will Government itself carry on industrial 
operations on a commercial scale; but it is 
necessary to establish and maintain Government 
factories for the manufacture of lethal munitions 
and to exercise some degree of control over the 
private factories upon which dependence will be 
placed for the supply of military necessaries. 
This, in most cases, could bo obtained in return 
for guarantees to take over a definite proportion 
of the output, and should bo exercised only to 
ensure that adequate provision is made to meet 
the prospective demands of the country in time 
of war. 


213. The foregoing description of the 

n ... . , , methods to be adopted by 

Organisation required by , • «• „ 

Government to fulfil the Government m assisting 
above duties. directly in industrial 

development will show the 
necessity of an extensive administrative machinery. 
Nearly every provincial Government has set about 
establishing a Department of Industries, and 
the bulk of the executive work will naturally fall 
to these departments, which should have at their 
heads experienced industrial experts. They will 
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require in moat of the provinces a large staff of 
officers with special qualifications. Those directly 
associated with organised industries would be 
men of scientific attainments, who have specialised 
in mechanical engineering with a view to its 
technological applications, whilst a staff of skilled 
and experienced craftsmen would be required for 
the assistance of cottage and minor industries. 
Already in Madras it has been found necessary 
to appoint district officers in places where indus¬ 
trial developments are proceeding apace, in order 
to provide for the efficient supervision of new 
undertakings, and to ensure prompt assistance 
to those in operation, whenever accidents occur 
or difficulties crop up that are beyond the capacity 
of the management. The volume of such duties 
is rapidly increasing, and may probably grow 
even faster under the stimulus of the measures 
which we propose in this report. 

Cottage Industries. 


255. Apart from the beneficent changes 


Present position of 
cottage industries. 


brought about by the cotton 
mill, the rice mill and the 
flour mill, modern industrial 


enterprise has left India in substantial possession 
of its cottage industries. The imports from 
abroad and the products of Indian factories have 
been absorbed by the largely increased demands 
of the country. Nevertheless, it must ba 
admitted that the condition of village artisans 
is far from satisfactory, in that they are, in 
earning capacity at any rate, in an inferior 
position to the employees in organised factories. 
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It must be assumed that cottage industries have 
survived because they are so far adapted to their 
environment. The artisans produce commodities 
which are in demand and so far have not been 
displaced by factory-made goods, and they work 
under conditions which they prefer to factory life. 
It must not be imagined, however, that the 
artisan of to-day is wholly uninfluenced by the 
industrial changes of the past centuVy. His 
methods remain the same, but in some instances 
he works with superior raw materials and in 
others with better tools. The weavor has taken 
to mill yarns, the dyer to synthetic dyes, the 
brass and copper smith to sheet metal, the black 
smith to iron rolled in convenient sections, in 
each case with advantage to himself from the 
lessened cost of production, which has greatly 
extended his market. In some districts in Lower 
liengal, the weavers use the fly-shuttle slay 
extensively : and they have recently adopted it 
in largo numbers in the coast districts of the 
Madras Presidency ; while it is also gradually 
coming into use elsewhere. The tailors invariably 
employ sewing machines, and town artisans 
readily take to improved tools of European or 
American manufacture. 

A general review of the evidence tendered to 
us, supplemented by numerous inspections in 
towns and villages that we have visited, confirms 
us in the conclusion that cottage industries are 
a very important feature in the industrial life 
of India ; that they are by no means so primitive 
as they are usually depicted ; and that there is 
no real ground for belief that they are generally 
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in a decadent condition. We have been unable 
to obtain accurate statistics regarding the actual 
number of workers in the various cottage 
industries, but in every town they still form a 
large percentage of the population, and they are 
to bo found in almost every village, so that their 
numbers are still vastly larger than those of the 
operatives employed in organised industries. 

256. Of these cottage industries, the most 

„ ,. Tvr important is hand-loom 

weaving. It is believed 

that between two and three million hand-looms 
are at work in India, and their annual gross 
earnmgs must amount to something like fifty 
crores of rupees. Hand-spinning has entirely 
died out; accurate statistics are available for the 
production of yarn, the output of cloth in Indian 
mills, and weaving sheds, and the imports of 

yarn into India; and it is thus possible to 

ascertain how much yarn is absorbed in the hand- 
loom industry. Calculations have been made 

which show considerable fluctuations from year 
to year, but, on the whole, a tendency to an 
increased rather than to a diminished consump¬ 
tion. Thero is some reason to believe that 
weaving from coarse yarn is declining, while the 
medium and fine weavers are chiefly responsible 
for the increase. 

257. Next to hand-loom weaving, metal work- 

Metal working. in S 13 «>® important 

cottage industry ; but ther< 
are no means of ascertaining accurately the num 
bers employed. The goldsmiths are flourishing; fch 
brass and copper workers have undoubtedly fel 
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the competition of imported enamelled iron ware, 
glass and crockery ; but the greater purchasing 
powers ot the people have enabled them to 
absorb these domestic novelties and to substitute 
brass and copper vessels for village pottery. 


Sericulture 

weaving. 


and silk 


258. Sericulture based on the mulberry 
tree or shrub is an import¬ 
ant cottage industry in 
certain districts of Bengal 
and Mysore. It also flourishes under State 
control in Kashmir and Jammu. Other forms 
of sericulture dependent on the eri, tasar and 
muga silk worms, are widespread in Assam, 
Chota Nagpur and parts of the Central Provinces. 


The indigenous methods of silk reeling are 

crude. Indian silk weavers largely use 

imported silk, while the Indian silk is exported 
from the country for the manufacture of velvots 
and silk hats The local silk is full of knots and 
loose ends, and is of very unequal strength. 
Consequently, it gives the weaver much trouble 
to prepare it for the loom, and he prefers the 
more even re-reeled silk imported from China. 


259. The indigenous dye industry has felt 
c ein probably more than any 

^ !lsf ‘ other the effects of modern 

technical progress. When colourmg matter was 
derived chiefly from vegetable sources, the 
processes were lengthy and laborious and the 
results uncertain ; the use of imported synthetic 
dyes greatly shortened and simplified the opera¬ 
tion and gave more certain results, thus- 
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enormously reducing the cost. Many dyers had, 
perforce, to seek other means of livelihood, and 
the attempts made since the war to replace the 
synthetic dyes have established the fact that 
vegetable dye-stuffs are, and always must be, 
incapable of meeting the demands of the industry 
on its present scale, both as to quality and 
quantity. Further, the change in taste brought 
about by the brighter synthetic dyes renders it 
difficult to find a market for the thinner and 
duller, though perhaps more pleasing, colours of 
vegetable origin. 

260. The cottage industries of India are 
, , , many j some of them are 

pe-L iar the r ntr ? ! 

but the great majority are to 
be found in some form or other all over the world. 
It is needless to emphasise the artisan’s con¬ 
servatism, lack of ambition and present inability 
to appreciate a higher standard of living. They 
are very ignorant, and obviously the first step 
towards their improvement is to educate them. 
In most cottage industries the children can be 
employed at an early age, and it often falls to 
the women to take a full share of the work. The 
care of children is, therefore, apt to be neglected 
and they are put to work much too soon with the 
view of adding to the family earnings. Every 
gradation of skill and craftsmanship is found in 
these cottage industries, and where a higher 
standard of comfort exists, the necessity for some 

education is recognised. 

Our enquiries force us to the conclusion that 
the crying need of industrial India at the present 
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time is the provision of much greater facilities 
for the education of the artisan population. 
Apart from such general measures as Govern¬ 
ment may find it possible to introduce in the 
near future, we have recommended the establish¬ 
ment of an efficient system of industrial education 
in special industrial schools under the control of 
Departments of Industries. 

The industrial school in India has achieved 
little in the past, yet it seems capable of being 
rendered efficient for educating the workers 
in cottage industries in the future. But no 
matter what steps are taken to improve the 
instruction given in the schools, the results will 
be negligible, unless the pupils can be induced 
to go through the whole course, so that their 
training is complete when they leave. The 
cheapness of living in India is a powerful weapon in 
international competition ; but it is of little avail 
if the labour is inefficient and unorganised. There 
is no likelihood of cottage industries becoming 
extinct; but improvement in the condition of 
the workers is not probable, unless better tools 
and plant are employed and an intelligent sub¬ 
division of industrial processes introduced. There 
is a tendency, which will probably be 
accentuated, to organise small factories, and this 
should be encouraged. Such a result is, however, 
more likely to arise from individual capitalist 
effort than from anything like co-operation 
among the artisans. 

261. In each industrial school provision 
. . should, therefore, be made 

Tuning of muster for inatruotion o£ a amal , 

woiKinen. number of pupils of a higher 
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class with better educational attainments and 
with prospects of being able to command sufficient 
capital to start eventually in the trade themselves. 
In the case of weaviug, something in this direction 
is being done at the Government Weaving Insti¬ 
tute at Serampore, where a considerable number 
of fairly well educated young men are undergoing 
a course of instruction, which is intended to fit 
them ultimately to become master weavers. The 
scheme, however, fails to produce satisfactory 
results, owing to the absence of opportunities to 
acquire practical experience in the control of work¬ 
men and in the management of a commercial busi¬ 
ness. There are no hand-loom factories or village 
associations, in which such training might be ob¬ 
tained, and it is necessary to arrange for a few 
small undertakings on these lines, if possible 
under private control, with assistance from Gov¬ 
ernment in whatever form proves most suitable, 
to serve as demonstrations of work under commer¬ 
cial methods. Failing private enterprise, a purely 
commercial section should be attached to the larger 
weaving schools, with the avowed object of supply¬ 
ing the training, other than purely technical, 
which a master weaver must possess before he can 
hope to start in business for himself. 

262. We think that attention should also be 


Financial assistance 
to cottage workers. 


concentrated on helping the 
individual workman to escape 
from the clutches of the 


money-lender and to obtain credit on easy terms. 
We~m&Ee certain suggestions to this end in the 
following chapter, but, in cases which cannot be 
reached by the organisation for co-operative credit, 
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Directors of Industries may well be empowered 
to grant small loans and to supply tools and plant 
on the hire-purchase system. The difficulties ex¬ 
perienced in dealing with this class of worker are 
well known, and the power to grant such loans 
must be exercised cautiously; but, while the 
terms on which thoy are to be recovered should be 
easy, the margin between the cost of providing 
the money and the rate at which it is lent should 
be sufficient to render the business profitable, as 
the ultimate aim should be to hand over such 
transactions to co-operative societies or other 


agencies. 

264. An essential feature, in fact, of any 
attempt to develop cottage 
The provision of industries in India must be the 
opening up of new markets 
for the goods produced. 
Many of these industries have survived because 
of their ability to satisfy the strongly marked 
local demands for special designs. But where 
productions go far afield, it is through the agency of 
middlemen and merchants, who, however, have 


so far shown little enterprise or originality in the 
necessary directions which we h ave indicated above. 
We need only mention the toy industry of Germany, 
the straw-plaitiDg work of Luton, and the 
many cottage industries of Japan, as examples of 
what can be dene when enterprise and organisa¬ 
tion take in hand the marketing of goods. This 
really pressing problem confronts any one who 
would try to put the cottage industries of India 
on a better footing. Where a greater demand 
for their products has been created, the artisans 
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have almost invariably sought on their own ini T 
tiative to improve their means of production, but 
it requires capital to establish new markets, and 
in a subsequent chapter we make specific sugges¬ 
tions for dealing with this problem. 

The little that has been done in India in this 


direction is full of promise. But it is almost en¬ 
tirely foy internal trade. From the great centres 
of indigenous weaving and metal work, goods are 
sent far and wide, but usually only throughout 
India. The staple products of Benares, Aligarh, 
Moradabad and Madura, to mention but a few of 
the larger towns whore these industries flourish, 
are found in most parts of th6 country, but little 
or no attempt is made to cater for foreign 
markets. The nature of their demand, actual or 
potential, is unknown ami there'is no one to 
direct attention to their possibilities. It is true 
that in the south of India there is a considerable 
exportjbrade in what are known as Madras hand¬ 
kerchiefs and Singapore lungis, both products of 
hand-loom weaving and both specialities which 
find no sale in India. But Indian merchants have 
undoubtedly neglected the potentialities of cottage 
industries, and have done nothing to encourage 
the workers to produce goods of a class which 


would find a ready market outside the country. 
294. We consider that preliminary investi- 

Circanv»tance8 in 8 ation ^ nd axpgrfadvice by 
vkirfi Government CJoyernment will inspire con- 
fi^uciai ansUtance i mj fidence and render possible 
» e t r °u^. in '“ S - J * 16 starting of many indus- 
trial enterpriser, for which, in 

fisting piicuinstances, private funds^ up npt forih- 
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coming. But there will still, we recognise, be 
occasional cases in which this will not be so, and 
more direct Government aid will then be asked 
for. The advisability of giving such aid depends 
on the extent to which the .starting of the enter¬ 
prise in question will be of benefit to the public, 
and not merely on its probable advantage to the 
promoters of the industry. Thus, the starting of 
a new or the improvement of an existing Industry, 
when such a measure is required to supply an 
existing deficiency in the interests of national 
safety, is clearly a case for direct aicfT' There 
may also be a few cases where a new industry or 
process will have such an important bearing on 
the economic development of the country as to 
deserve Government help. Finally, it may even 
be found that the extension of an existing industry 
to a new locality will benefit local consumers or 
producers so markedly as to merit Government 
assistance. We think that in the majority of 
instances private funds will be forthcoming with¬ 
out direct Government aid, to finance proposals 
put forward under any of the above conditions, 
if Government advice and technical assistance are 
freely utilized. But where private enterprise is 
unable to obtain funds without Government aid, 
and where, with such aid, prospects are promising, 
we think that, in the ciroumstances described 

above, it should be given. 

295. Government assistance may take the 
Nature of Govern- form of guarantees of divi- 
nient financial assistance dends on loans of money, ot 
to large industrial mn- 0 f Undertakings to purchase 
^ #rtftkmg8 ‘ output, as may appear most 
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suitable in each case. Thus guarantees may be 
appropriately given in the case of large industries, 
in which the dividend-earning stage is likely to be 
reached only after a comparatively long poriod. 
As a general rule, any sum paid by Government 
by way of guarantee should be refunded from the 
subsequent profits of the enterprise, when those 
have reached a certain predetermined percentage ; 
and the guarantee should be only for a limited 
number of years, and at a somewhat higher rate 
than“tTmr'wtiich Government paper can be bought 
to yield. Loans are especially suitable in the 
case of concerns with assets of a comparatively 
liquid nature, but need not bo confined to these, 
if Government is fully satisfied as to the prospects 
of the undertaking. Agreements to purchase 
output may be freely givon to concorns manu¬ 
facturing articles not previously made in the 
country, and, in other cases, with greater caution 
and with due regard to existing interests in India. 
Such agreemonts should bo limited in point of 
time, and should be accompanied by suitable con¬ 
ditions as to quality and price. The output must, 
of course, be of articles which Government requires 
for its own purposes. There may bo a few indus¬ 
trial ventures which Government may consider 
of importance to national safety, but does not 
desire to undertake by its own agency, though it 
thinks it necessary to have a continuous and effec¬ 
tive voice in their management. In such cases, 
especially where sufficient private capital is not 
forthcoming, Government might contribute directly 
towards capital resources as a shareholder. The 
general effect of the measures suggested will bd 
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greater and will be in the direction whoro it is 
most needed, if vontures of moderate extent 
receive preference and the requirements of com¬ 
paratively undeveloped districts are not over¬ 
looked. 

29G. Before giving assistance which involves 


a charge on the public funds, 
Government should s.t»fy 
itself regarding the linancial 
status of tho promoter and the economic and tech¬ 
nical aspects of tho proposed industry. The 
latter information may be collected either by 
Government or by tho promoters, so long as the 
agency employed is of a naturo to command con¬ 
fidence. Whore any form of Government 
financial assistance is given, wo consider it desir¬ 


able that Government supervision should at least 
includo audit and inspection, and that it. should be 
secured by suitable agreements that tho objects 
aimed at by Govern men t, *v ill bo fulfilled ; also 
that, where guarantees are offered, unfair oncroach- 
raonts on tho earning* of tho undertaking should 
not bo permitted to other mtorenG. 

‘29V. In cortam cases it may be desirable, 


Appointment of Gov¬ 
ernment I‘hectors. 


especially in the early stages 
of an undertaking, to appoint 
a Government director # who 


need not, however, be an official, 


301. Assistance may also be given by way 


Special recommenda¬ 
tions regarding Govern¬ 
ment loans to small and 
cottage industries. 


of loans to small or cottage 
industriesand to co-operative 
societies. This class of loans 
should be made by the De¬ 
partment of Industries to 
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persons or bodies wbose financial position and 
character are found on local enquiry to be suit¬ 
able. Other forms of security than landed 
property might be accepted, but in such cases a 
stipulation should be usually made that applicants 
should find a fair percentage of the total outlay 
from their own resources. 

It should be a condition of the loan that it 
should be spent on approved types of plant and 
the department itself might, when desired by the 
applicant, purchase the plant. There are numer¬ 
ous types of plant suitable for the purposes of 
agriculture or of small industries, which could be 
made available by Government on the hire- 
purchase system. This system has already been 
followed with some degree of success in Mysore 
by the State Department of Industries, and by 
private concerns elsewhere. 

302. We consider J^iat some maximum limit 
%nust be placed on the amount of individual loans 
advanced and on the value of plant supplied 
under this system, hut it would be for the Local 
Government to determine the figure to which the 
powers of the Director of Industries should extend. 
We are further of opinion that advances of this 
kind, whether in cash or by way of hire-purchase, 
should be made under a special Act providing suit¬ 
able means for the recovery of outstandings. 
In the absence of such provision, the 
difficulty of recovery will tend unduly to res¬ 
trict the giving of advances. The Land Improve¬ 
ment Loans Act and the Agriculturists' Loans 
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Act do not cover the granting of loans for pur¬ 
poses unconnected with agriculture, nor do they 
permit of the loan taking the form of plant made 
over to the recipient on a hire-purchase system. 
For these reasons, we think that fresh legislation 
would be required. 



INDIAN RAILWAYS. 

The existing system of railway manage¬ 
ment in India may be described as a compo¬ 
site system, under which some railways 
belong to the State and are worked by the 
State ; others, which are owned by the State 
are worked by companies ; while still others 
are owned as well as operated by companies. 
The question whether the existing composite 
system is the best, or whether there would 
be advantage in transferring all railways to 
State management has been much discussed 
in India. The question may, in a sense, be 
said to be a practical one, lor the contracts 
of two of our important railways, the East 
Indian and the Great Indian Peninsula 
railways are terminable in the near future, 
1924 and 1925 respectively, and a decision 
about their future management is immedi¬ 
ately required. The general question 
©f the future management of our rail¬ 
ways was considered by the Railway 
Committee appointed by the Secretary of 
State in November 1920, but, unfortunately, 
the report of the Committee on this question 
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is not unanimous. The difference of opinion 
among experts on such an important subject 
is much to be regretted, but one of its 
results, which no student of economics will 
regret, has been that the case both for and 
against Government management lias been 
fully stated and discussed from every point 
of view. 

The terms of reference instructed the 
Committee “To consider as regards 
railways owned by the State, tnS relative 
advantages, financial and administrative, 
in the special circumstances of India, of 
the following methods of management : — 

(a) Direct State management; 

(b) Management through a Company 
domiciled in England and with a Board 
sitting in London; 

(c) Management through a Company 
domiciled in India and with a Board sitting 
iu India-; 

(cl) Management through a combination 
of ( b ) and (c), 

And advise as to the policy to be adopted 
when the existing contracts with the several 
Railway Companies can be determined ” 

The Committee unanimously rejected 
management either by English companies or 
by combinations of English and Indian com¬ 
panies. As regards the alternative between 
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management by Indian companies and 
management directly by the State, the 
President and four members of the Com¬ 
mittee, including two Indian members, the 
Hon’ble- Mr. SaBtri and Mr. Purshotamdas 
Thakurdas, recommended State management* 
The other five members, including Sir B. N. 
Mookerjea and Sir Henry Burt (some time 
President of the Indian Bailway Board), 
recommended company management. 

The^case for State Management. 

i The advocates of State management 
condemn the existing system as essentially 
unworkable. “ Our experience and investi¬ 
gations in India,” they say, “ have led us to 
the quite definite conclusion that the system 
has never worked satisfactorily, and cannot 
be made to do so.” The reason is that 
power and responsibility under the present 
system are divided between the Government 
and the company.^ On the Board of each 
company there is a Director, nominated by 
Government who has power to yeto any 
decision of bis colleagues. The Government 
control is enforceable in other ways also* 
The company has no control over its own 
revenue receipts or over its expenditure. It 
appoints i^s staff, but it cannot create a new 
appointment carrying a salary of “more than 
Bs. 250 a month without the sanction of 
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Government. “ In a word, the Company 
does not, and cannot manage the under¬ 
taking ; it cannot, without the permission of 
Government, break new ground in any 
direction. Neither does the Government 
manage; it only controls and restraints.” 

'Government control, further, is of a 
negative character. Government can give 
orders only in cases where public safety is 
involved. If it is a question of adopting new 
operating methods, or of improvements in 
plant and equipment, or of a modification 
of freight rates to encourage new traffic, 
Government can merely propose and 
suggest. 

The advocates of State management 
contend that the substitution of Indian for 
English companies would not improve 
matters. Government would have a pre¬ 
dominant interest in the new companies, and 
it will appoint one-half of the Directors. 
Responsibility would be divided as at present. 
The old system would continue only under a 
new name. “ And that system, in our opi¬ 
nion, is essentially bad.” 

An incidental advantage of State 
management would be the absorption of the 
Oudh and Rohilkhund by the East Indian 
Railway, which would enable both lines to be 
worked as a single system. 
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Company Management. 

The five members of the Committee who 
favour company management recognise that 
for many years to come the present dual 
system of management must continue to 
exist. For strategical reasons company 
management cannot be advocated for the 
North "Western Railway ; while in the case 
of the Bengal Nagpur Railway, the contract 
is not terminable before lb50. But they 
propose a scheme for creating Indian domi¬ 
ciled companies to manage the East Indian 
and, possibly, the Great Indian Peninsular 
railways--the cases of other railways to be 
considered on their merits when the con¬ 
tracts become terminable. They [urge that 
railways arc primarily commercial under¬ 
takings, and therefore they should be manag¬ 
ed on a commercial basis so as to secure 
economy and efficiency, that is to say, by a 
company with a Board of Directors. Under 
State management there are (1) constant 
transfers of senior officials resulting in lack 
of continuity of policy, (2) the tendency to 
give promotion on the grounds of seniority 
alone, which does not encourage merit, 
(3) disregard of public opinion, and (4) lack of 
initiative. These conclusions are supported 
by facts showing the existing condition of 
certain State managed railways in foreign 
countries. It is also contended that com- 
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parisons in economy and efficiency invariably 
prove advantageous to company management. 

The advocates of company management 
emphasize the fact that in the past Govern¬ 
ment have not been able to find sufficient 
funds for railway construction, and they see 
no reason for thinking that Government in 
future will be able to provide the large sums 
needed for railway purposes. They object, on 
political grounds, to the State being the 
employer of a vast labour force, which must 
be the case under State management of rail¬ 
ways.! 

For the scheme under which Indian domi¬ 
ciled companies will be created to manage 
the East Indian and possibly the Great 
Indian Peninsular Railway, the following 
advantages are claimed : — 

(1) Money will be readily attracted 
from the Indian investing public. 

(2) The appointment of Indians to 
higher administrative posts and the promo¬ 
tion of specially meritorious Indians from 
subordinate to higher grades will be better 
secured under this scheme than on State 
managed railways. 

Public opinion could not be disregarded 
under the Reformed constitution. Any com¬ 
plaints about unduly favourable treatment 
of foreign trade in competition with internal 
trade could be referred to the Tribunal which 
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the Committee have unanimously recom¬ 
mended should be set up. 

To the charge that the existing guaran¬ 
teed company system has not worked satis¬ 
factorily, the reply of the five members is 
that if the system has not been a complete 
success it is due to the financial difficulties 
which have hampered its working ; that the 
system of company management devised and 
adopted in the latter part of the last century 
was an eminently suitable one and profitable 
to the Government; that the English domi¬ 
ciled companies rendered valuable services 
to India in undertaking railway construction 
at a time when capital in India was not 
available for the purpose; and that the 
defects of the system are capable of elimina¬ 
tion—they are not inherent in the system. ' 

Conclusion. 

■ The foregoing discussion shows that the 
problem of railway management is not 
simple. Neither system is free from serious 
defects. The advocates of company manage¬ 
ment have tried to prove that in point of 
efficiency State management is inferior to 
•company management, but the evidence 
collected by the Committee shows that the 
charge of overcrowding and inability to cope 
with the traffic applies to all railways, whether 
company managed or State managed. Company 
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management and State management in India 
are both equally efficient or inefficient. The 
reference to foreign countries proves very little 
— it furnishes very little ground for thinking 
that company management under Indian 
conditions of divided responsibility will be a 
success. Again, very few people in India 
will believe that company management will 
better secure „the appointment and promotion 
of Indians in railway administration. Facts 
show that the percentage of Indians employ¬ 
ed in the higher services on most of the 
company managed railways is so small as to 
be negligible. As regards railway finance, it 
is true that Government in the past have 
somewhat neglected the railways, but the 
separation of the railway budget from the 
general budge! of the Government of India, 
which is proposed by the Committee, will 
make more funds available for railway pur¬ 
poses. The president and four members 
have also recommended that more money 
! should be raised even at to-day’s prices; 

! that the whole of the capital for the future 
development of Indian railways should be 
raised directly by the State by means of 
sterling loans in England and rupee loans, 
which might be earmarked fqr railway pur¬ 
poses, in India ; that funds should be raised 
in periods of easy money in excess of imme¬ 
diate requirements, so that it may not be 
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necessary to borrow much when money is 
difficult to obtain, and that the masses of 
India should be encouraged to subscribe to 
Government loans— all very sound proposals. 
Lastly, Indian public opinion is decidedly in 
favour of State management. On the whole 
it may be concluded that while both systems 
have their faults and limitations, the balance 
of advantage lies on the side of ^direct 
management of railways by the State. I 

Need foe the sepakation of the 
Kailway Budget feom the 
General Budget. 

The separation of the railway budget 
from the general budget has been unani¬ 
mously recommended by the Kailway Com¬ 
mittee. “We do not think ”, they say, 
“ that tfie Indian railways can be modernised, 
improved and enlarged so as to give to India 
the service of which it is in crying need at 
the moment, nor that the railways can 
yield to the Indian public the financial 
return which they are entitled to expect 
from so valuable a property, until the whole 
financial methods are radically reformed. 
And the essence of this reform is contained 
in two things (l) the complete separation 
of the railway budget from the general 
budget of the country, and its reconstruction 
in a form which frees a great commercial 
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business from the trammels of a system 
which assumes that the concern goes out of 
business on each 31st March and recommences 
de novo on the 1st of April ; and (2) the 
emancipation of the railway management 
from the control of the Finance Depart¬ 
ment.” 

Under the existing system the net 
receipts from the State railways (worked by 
State and by Companies) form part of the 
general revenues of the country, out of which 
allotments, varying from year to year, are 
made for capital expenditure. The Mackay 
Committee of 1907 emphasized the need for 
adopting a steady annual rate of capital 
expenditure which could be maintained even 
in times of difficulty, and they suggested 
Rs. 18*75 crores as a standard. But the 
figures given below show that actual capital 
expenditure has generally been much below 
the standard recommended by the Mackay 
Committee :— . 

Capital Programme 
Crores of Rupees . 


1908-09 

... 15,00 

1909-10 

... 15,00 

1910-11 

... 16,30 

1911-12 

... 14,26 

1912-13 

... 13,60 

1913-14 

... 18,00 

1914-16 

* 4 * 18,00 
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Capital Programme 
Crores of Rupees. 


1916-16 

... 12,00 

1916-17 

... 4,50 

1917-18 

... 5, JO 

1918-19 

.... 6,30 

1919-20 

26,55 

1920-21 

.... 21,98 

1921-22 

... 17,82 

The stoppage of 

railway development 


during the war was inevitable, but even in 
pre-war years the allotments were below the 
modest standard recommended by the 
Mackay Committee. The consequences to 
the railways of this policy have been serious. 
“There are scores of bridges with girders 
unfit to carry train-loads up to modern 
requirements; there are many miles of rails, 
hundreds of engines, and thousands of 
waggons whose rightful date for renewal is 
long overpast.” 

The Committee unanimously recom- 
.mended that the whole of railway receipts, 
after paying the working expenses and 
interest on capital borrowed by the State for 
railway purposes, should be at the disposal 
of the railways, to be devoted to new capital 
requirements (whether directly or as security 
for new debt incurred) or to reserves, or to 
be utilised in the form either of reduction of 
rates or improvement of service. 
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Other recommendations. 

The principal unanimous recommend¬ 
ations of the Committee regarding railway 
administration are given below : — 

“ We propose great changes in tho constitu¬ 
tion, status and functions of the Kailway 
Board. We recommend that at the head of the 
Kailway Department there shall be a Member of 
Council in constant touch with railway affairs; 
and we suggest that with this object there shall 
be created a new Department of Communications 
responsible for railways, ports and inland naviga¬ 
tion, road transport (so far as the Central 
Government deals with this subjoct) and posts and 
telegraphs. We think that the Member in charge 
of Communications must be an experienced 
administrator and able to represent his Depart¬ 
ment both in the Legislature and with the public. 
We do not think he need be expected to be a 
technical expert. 

We recommend that, on the one hand, the 
reconstituted Kailway Department should delegate 
considerably increased power of day to day 
management to the local railway administrations, 
and, on the other hand, should be relieved from 
control by the India Office and by the Gov-’ 
ernment of India, except on large questions of 
finance and general policy. 

We recommend, that, subject to independent 
audit by the Government of India, the Kailway 
Department should employ its own accounting 
staff, and be responsible for its own accounts. We 
think that the present accounts and statistic 
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should be thoroughly overhauled and remodelled 
with the assistance of experts familiar with recent 
practice in other countries. 

We recommend that the title of Kailway 
Board be replaced by the title Kailway Com¬ 
mission ; and that under the Member of Council 
for Communications there shall be a technical 
staff consisting on the railway side of a Chief 
Commissioner, and four Commissioners ; that of 
the four, one should be in charge of finance and 
the organisation and staff of the office, and that the 
three other Commissioners should be in charge of 
three respective geographical divisions, western, 
e astern and southern. The Divisional Commis- 
B ioners, while normally engaged at headquarters, 
a hould devote a substantial portion of their time 
to personal visits to their divisions. 

With the object of giving to the Indian 
public an adequate voice in the management 
of railways, the Committee recommended the 
establishment of Central and Local Railway 
Advisory Councils representative of various 
interests. It also recommended the forma¬ 
tion of a Rates Tribunal with jurisdiction over 
all questions of reasonableness of rates and 
of facilities. The Committee proposed a 
“ reasonable ” general increase in rates and 
fares. 
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Bailway Statistics. 

Main results of the working of all Indian 
railways treated as one system. 

1919-20 


Mileage open at the close of the year 36,735 
Total capital outlay in lakhs of 
rupees ... ... ... 56,637 

Gross earnings in lakhs of rupees ... 89,15 

Total working expenses in lakhs of 

rupees ... ... ... 50,65 

Percentage of working expenses 

gross earnings. Per cent. ... 56*81 

Net earnings in lakhs of rupees ... 38,49 

Pecentage of net earnings to 

total capital outlay. Percent ... 6*80 

Unit-mileage of passengers (in 

crores) Unit-miles ... ... 2,061 

Freight ton-mileage of goods (in 

crores). Ton-miles ... ... 2,040 

Average miles a ton of goods was 

carried. Miles ... ... 232*33 

Average rate charged for carrying 

a ton of goods one mile. Pies ... 4*43 

Average miles a passenger was carried . 

1st Class ... ... ... 139*16 

2nd Class ... ... e ... 85*63 

Intermediate Class ... ... 75*85 

3rd Class ... ... ... 40*73 

Season and Vendor’s tickets ... 9*18 

Total ... ... ... 39*64 

Average rate charged per passenger per mile. 

1st Class ... ... ... 16*04 

2nd Class ... ... ... 7*59 
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Intermediate Class ... ... 4*21 

•3rd Class ... ... ... 2*. 4 

Season and Vendor’s tickets ... 1’54 

Total ... ... ... 3'09 


Passenger traffic. 

1st Class No. in hundreds 
,, Earnings in 1,000 Us. 

2nd Class No. in hundreds 
,, Earnings in 1,000 Rs. 

Inter. Class. No. in hundreds 
,, Earnings m 1,000 Ks. 

3rd Class. No. in hundreds 
„ Earnings in 1,000 11s. 

Season and Vendor’s tickets. No. 
of trips in hundreds ... 

Earnings in 1,000 Ks. 

Total No. in hundreds ... 

Earnings in 1,000 Ks. 

Other coaching traflic earnings in 
1,000 Ks. ... 

Total coaching traffic oarnings in 
1,000 Ks.... 

Total goods traffic: Tons, in thou¬ 
sands 

Earnings in 1,000 Rs. ... 

Total gross earnings including other 
earnings in 1,000 Rs. 


1919-20. 
11,082 
128,80 
04,391 
217,94 
102,006 
169,68 
46,03,058 
2,76,894 


419,737 

3,096 

5,200,274 

33,16,29 

5,97,67 

39,06,93 

87,630 

4,711,60 

89,15,32 


Mileage open on the 31st Mark 1920. 

Miles. 

1. State lines worked by the State ... 7,338*98 

2. State lines worked by companies ... 19,019*42 
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3. 

Branch line companies’ railways 
undor guarantee terms. 

(a) Worked by the branch line 



company 

168*28 


(b) Worked by the main line .. 

91T6 

4. 

Branch lino companies’ railways 
under rebate terms. 

(a) Worked by the Branch line 



company 

85*86 


(b) Worked by the main line 

1,687*86 

5. 

Branch lino companies’ railway 
under gurantee and rebate 



terms 

100*68 

6. 

Companies’ lines subsidized by 



the Government of India 

. 2,169*26 

7. 

Companies’ lines subsidized by 



Local Governments 

137-02 

8 . 

Unassisted companies’lines 

110*31 

9. 

District Board lines ... 

237*08 

10. 

Companies* lines subsidized by 



District Boards 

307 52 

11 . 

Indian State lines worked by 



Indian States 

. 2,595*42 

12. 

Indian State lines worked by 



the main line 

. 1,822*58 

13. 

Companies' lines guaranteed by 



Indian States 

759*96 

14. 

Lines in foreign territory worked 
by British Indian railway com¬ 



panies 

73*60 

Grand Total, all railways 

. 36,734*96 
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LV. 

Extract from the “ Administration Report on th$ 
Railways in India ” for the year 1914.15. 

Teb relation of the Government to thr 
Railways in India. 

One of the special features of the Indian 
Diveraity of relations Railways is the diversity of 
between the State and conditions that prevails in the 
Bailwa ^ s - relation of the State to the 

various lines in respect of ownership and control. 
Of the important lines situated in British India, 
or in which the Government of India is interested, 
three (the North Western, Eastern Bengal, and 
Oudh and Rohilkha 1 d Railways) are owned and 
worked by the State; eight (the East Indian, 
Great Indian Peninsula, Bombay, Baroda and 
Central India, Madras and Southern Marhatta, 
Assam-Bengal, Bengal-Nagpur, South Indian, and 
Burma) are owned by the State but worked on 
its behalf by Companies enjoying a guarantee 
of interest from the Government; three important 
lines (the Bengal and North-Western. Rohilkhund 
and Kumaon, and Southern Punjab), and many of 
less importance, are the property of private com¬ 
panies, some being worked by the owning Com¬ 
panies and some by the State or by the Companies 
that work State-owned systems; several minor 
lines are the property of District Boards or 
enjoy a guarantee of interest granted by such 
Boards. 
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The diversity of conditions is in certain res¬ 
pects less important than might at first appear 
for the following reasons :— 

The Government of India exercises under 
the Indian Railways Act, 1890, in respect of all 
railways in British India (and also by virtue of 
arrangements with Native States, in respect of 
the chief railways passing through such States), 
certain general powers. Thus, a railway may not be 
opened until a Government Inspector has certified 
that it has been constructed so as to comply with 
requirements laid down by the Government and 
can be used for the public carriage of passengers 
without danger to them. The Government of 
India can also, in the interest of the safety of 
passengers, require a railway, to be closed, or the 
use of particular rolling stock to be discontinued, 
or may prescribe conditions for the use of the 
railway or the rolling stock. They can appoint a 
Railway Commission to investigate complaints on 
certain matters such as the witholding of reason¬ 
able traffic facilities or the grant of undue 
preference. 

In addition the Government of India (or in, 
some cases Local Governments) exercise under 
the provisions of contracts dotailed control over 
the management of all railways in British India, 
greatly exceeding that which is secured by the 
Indian Railways Act. They also have a certain 
financial interest in all Companies in British 
India, and a preponderating interest in most of 
hose which are of the first importance. 
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The main causes which have led to the present 
IIi'tnry of relation* diversity of conditions ip 
of the Government and regard to the agency by which 
Companies. railways are managed, and 

the relations of the Government with the various 
classes of Companies now in oxistonco, are sum¬ 
marised in the following paragraphs :— 

The first proposals for the construction of 
of railways in India were submitted in 1844 
to the East India Company in England by 
Mr. R. M. Stephenson: afterwards Chief En¬ 
gineer of the East Indian Railway, and others ; 
and included the construction of lines by railway 
companies to be incorporated for the purpose and 
the guarantee by the East India Company of a 
specified return. A contract for the construction 
by the East Indian Railway Company of an ex¬ 
perimental line of 100 miles from Calcutta 
towards Mirzapore or Rajmehal at an estimated 
cost of 1,000,000 l. was made in 1849, and a 
return of 5 per cent was guaranteed by the East 
India Company on the capital j and a similar 
contract was made in the same year with the 
groat Indian Peninsula Railway Company for a 
line from Bombay to Kalyan at an estimated cost 
of 500,000 l. But the policy of entrusting gene¬ 
rally the construction of Indian Railways to 
Guaranteed Companies was not adopted until 
1854 on the recommendation of Lord Dalhousie, 
who, in a minute dated 20th April 1853, 
explained his reasons for preferring the Agency 
of Companies, under the supervision and control 
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of the Government, to the construction of lines 
on behalf of the Government by its own officers. 
He held that Engineer officers should make 
railways as well and possibly as cheaply and as 
expiditiously as companies; but that the with¬ 
drawal from other duties of the large number of 
Engineer officers required would be detrimental 
to the public intorest, that the conduct of com¬ 
mercial undertakings did not fall within the 
proper functions of any Government and least of 
all within the functions of tho Government of 
India, since the dependence of the population on 
the Government was in India, one of tho greatest 
drawbacks to the advance of the country, and 
that the country would therefore benefit by the 
introduction of English energy and English capital 
for railway purposos, with the possibility that 
such onorgy and capital would in due course be 
encouraged to assist in the development of India 
in other directions. 

Tho policy supported by Lord Dalhousio was 
adopted, and botwoen 1854 
Old Guaranteed Kail- and 1800 contracts for the 
wa J 8, construction of railways in 

India were made by the East India Company or 
j(after 1858) by the Secretary of State for India 
[with the East Indian, Groat Indian Peninsula, 
Madras, Bombay, Baroda and Contral India, 
Sciude (afterwards the Scinde, Punjab and 
Delhi), Eastern Bengal, Great Southern of 
llndia (after wards the South Indian) and 
[Calcutta and South Eastern Bailway Com. 
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panies. Under these contracts the Railway Com¬ 
panies undertook to construct and manage 
specified lines, while the East India Company (or 
the Secretary of State for India) agreed to provide 
land and guaranteed interest on the capital, the 
rate fixed being in various cases 5, 4f, and 4J per 
cent, according to the market rates prevailing 
when the various contracts were made. Half of 
any surplus profits earned was to be used towards 
repayment to the Government of any sums by winch 
it had been called upon to supplement the net 
earnings ef any previous period in order to make 
good the guarantee of interest ; and the remainder 
was to belong to the share-holders^ In practically 
all matters of importance, exce'pt; the choice of 
staff, the Companies were placed by the contracts 
under the supervision and control of the Govern¬ 
ment, which had power to decide on the standard 
and details of construction; the rolling-stock to bo 
provided ; the number, time, and spoed of trains; 
tho rates and fares to be charged; the expenditure 
to be incurred; the standard of maintenance; 
and the form of accounts. [The railways were to 
be held by the companies on"leasos terminating at 
the end of 99 years, and on such termination the 
fair value of their rolling-stock, plant, and machi. 
nery was to be paid to them. But provision was 
also made to enable the Government to purchase 
the lines after 25 or 50 years, on terms calculated 
to be the equivalent of the Companies’ interest 
therein, and also to enable the Companies to sur¬ 
render their lines to the Government and to 
receive in return their capital at par. 1 
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An attempt to secure the construction of rail- 
E^rly attempts to ways in India on terms more 
uecurefundsfo- Railway favourable to fche Government 
Construction without a than those of the contracts 
guarantee. with the original guaranteed 

companies was first made in 1862, when a subsidy, 
but not a guarantee, was granted to the Indian 
Branch Railway Company, Similar assistance was 
granted later to the Indian Tramway Company 
which made a short line in Madras. In 18(31, the 
terms granted to the two Companies mentioned 
wero taken as a standard for general adoption 
with a view to the encouragement of similar 
companies. The chief provisions were that the 
Government, besides giving the necessary land 
free of cost, would grant an annual subsidy for 
20 years at a rate not exceeding 100 l. per mile 
of line, with an addition in respect of large 
bridges costing more than 10,000 l. These terms 
failed to attract capital, and the two unguranteed 
Companies which had begun work found them¬ 
selves after a few years unable to proceed without 
further assistance from the Government. Con¬ 
sequently, in 1867 a contract was entered into 
with the Indian Branch Railway Company (which 
! soon after changed its name to the “ Oudh and 
; Rohilkhand Railway Company ”) by which the 
i Company was guaranteed interest at 6 per cent, 
per annum on the cost of certain lines to be 
•carried out by it, on conditions similar to those 
laid down in the contracts of the period 1854— 
1860. Similarly the Indian Tramway Company, 
after having been given in 1868 a guarantee of 
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three per cent per annum, went into liquidation in 
1870, and became absorbed in a new Company 
called the Carnatic Kailway Company to form the 
South Indian Kailway Company with which the 
Secretary of State entered into a contract guaran¬ 
teeing interest on its capital at 5 per cent per 
annum. In 1869, Sir John Lawrence summed up 
the result of the experiment of the construction of 
j railways by guaranteed Companies as follows :— 
I [“The Government of India has for several years 
; been striving to induce capitalists to undertake 
■ the construction of railways in India at their 
; own risk, and on their responsibility with a 
' minimum of Government interference but the 
attempt has entirely failed, and it has become 
obvious that no capital can bo obtained for such 
undertakings otherwise than under a guarantee 
of interest fully equal to that which Government 
would have to pay if it borrowed directly on its 
own account.” J 

The attempt to encourage unguaranteed Com¬ 
panies having thus boen unsuccessful, it became 
necessary to decide whether the old practice of 
relying on guaranteed companies of the type 
that had provided capital for, and had constructed, 
the first railways in India, should be continued- 
The Government of India expressed their objecr 
tions to this course. They doubted whether theid 
power of control over such Companies secure, 
the greatest possible economy in construction 
They also disliked the arrangements under which 
they guaranteed the interest on the capital 
of Companies, aDd thus became responsible for 
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loss on working while haying only a comparatively 
remote prospect of profiting by the result ol 
successful working. Two important changes were 
consequently made in the practice that had been 
followed since the beginning of railway construc¬ 
tion m India:— 

1. TArrangements were made with some of 
the mostnmportant of the guaranteed Companies 
that, in lieu of the provision that half of any 
surplus profits was to be applied in repayment of 
gums advanced by the Government under the 
guarantee of interest, half of the surplus profits 
for each half year should be the property of the 
Government.} In consideration of this modifica¬ 
tion, the Government relinquished, in tho case of 
throo Companies, the Great Indian Peninsula, 
the Bombay, Baroda, and Central India, and the 
Madras, its right to purchase tho lines at toe 
end of tho first *25 years from the dates of the 
respective contracts. 

2. It was decided by the Secretary of State 
that the time had arrived when in both raising 
and expending such additional capital as rnignt be 
required for new lines in India, the Government 
should secure to itself the full benefit of its own 
credit and of the cheaper methods, which it was- 
expected that it would bo able to use. Accordingly 
for several years after 18(39 tho chief capital 

f expenditure on railways was incurred direct by 
the State, and no fresh contracts with guaranteed 
Companies were made except for small extensions. 
Among the lines constructed or begun by State 
agency and State capital between 1809 and 1880 
were the Indus Valley, Punjab Northern,. 
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Rajputana, Malwa, Northern Bengal, Rangoon 
and Irrawaddy Valley, and Tirhout. 

By the end of 1879 i. e., in about 25 years \ 
from the introduction of rail- ; 
.tmoton of Mwap 0 ”' ways in India, 6,128 miles of i 
railway nad been constructed > 
by Companies, which had expended approximately l 
97,872.900 l. (Tliese figures include the Calcutta 1 
and South Eastern and Nalhati Railways, which 
are constructed by Companies but were purchased 
by the Government in 1868 and 1872, respective¬ 
ly). By the same date 2,175 miles of railway \ 
had been constructed by the Government at a \ 
•cost of 23,795,226 l 

f in 1880, the necessity for great and rapid 

*- extension of the railway 

Introduction ot modi- system was urged by the 
fied gunr.mtB^ term* Famine Commissioners, ap¬ 
pointed after the great famine of 1876, who 
estimated that at least 5,000 miles were still 
necessary for the protection of the country from 
famine. It was held by the Government of the time 
that a limit was necessary on the capital borrowed 
annually ; and it was clear that the limit fixed 
was not high enough to allow of such progress 
in railway construction as waB desirable. With 
reference to this difficulty the Famine Commis¬ 
sioners remarked “ that there would be manifest 
advantages in giving free scope to extension of 
railways by private enterprise if it were possible; 
and, though the original form of guarantee has 
been condemned, it may not be impossible to find 
some substitute which shall be free from its 
defects, and may secure the investment of capital 
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in these undertakings without involving the 
Government in financial or other liabilities of an 
objectionable nature/' j 

Action in the direcTion suggested by the com¬ 
mission was taken by the formation of three Com¬ 
panies without a guarantee (the Bengal Central in 
1881 and Bengal and North-Western and the Bohil- 
khund and Kumaon in 1882) and three new guaran¬ 
teed Companies (the Southern Mahratta in 1882, 
the Indian Midland in 1885, and the Bengal-Nagpur 
in 1887.) Tho Bengal and North-Western and 
the Bohilkhund and Kumaon Bailway Companies 
are referred to more fully in a later paragraph. 
The Bengal Central Bailway Company’s operations 
wore not successful at the outsot and a revised 
contract was entered into with the Company, 
with effect from tho 1st July 1885, under which 
the Secretary of State guaranteed interest at 
per cent, on the Company’s capital, the 
balance of net earnings remaining after payment 
of interest on advances by the Secretary of State 
and aobonture capital (but not on the share capital) 
being divided between the Secretary of State and 
the Company in tho proportion of three-quarters 
to the former and one-quarter to the latter. The 
new contract gavo the Secretary of State the 
right to take possession of the line on the 30th 
June 1905, or subsequently at intervals of 10 
years, repaying the Company’s capital at par. 
The rate of interest guaranteed to the Southern 
Mahratta Bailway Company was also per 
eent., in this case the balance of net earnings 
remaining after payment of interest on advances 
•by the Secretary of State (but not on share or 
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debenture capital) was divisible in the same way 
as in the case of the Bengal Central Bailway 
Company. The guarantee to the Indian Midland 
and Bengal-Nagpur Bailway Companies was 4 per 
cent, and the Secretary of State was entitled 
to three-quarters of the surplus profits in excess 
of all interest charges. The lines constructed by 
the three Companies last mentioned were declared 
to be the property of the Secretary of State, who 
had the right to determine the contracts at the 
end of approximately 25 years after their 
respective dates, or subsequent intervals of 
10 years, on repaying at par the capital provided 
by the Companies. 

The Assam-Bengal Bailway Company was 
formed on similar lines in 1892, except that any 
surplus profits were to be divided between the 
Secretary of State and the Company in proportion 
to the capital provided by each. The rate of 
guarantee in this case was per cent, for the 
first six years and thereafter 3 per cent. The 
Burma Bailways Company was formed in 1891 
to manage and develop the line in that province 
that had been constructed by the State. Interest 
at per cent, was guaranteed on the share 
capital raised by the Company, and the surplus 
profits were originally divisible in the proportion 
of four-fifths to the Secretary of State and one- 
fifth to the Company, but since 1908 the 
division has been proportional to the capital 
invested by each in the undertaking. The contract 
with the Burma Company is terminable by the 
Secretary of State in 1928 and on subsequent 
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occasions on repayment of the Company’s capital 
at par. 

The terms of the guarantee given to tbo/ 
Companies formed since 1880 have thus been, 
much more favourable to the Government than j i 
in the case of the Companies formed before 1869. 1 ' 
In dealing with the guaranteed Companies- 
formed before 1869 and with 
Termination of Con- those formed in 1881 and 
tSaCmUiL*”"”’ subsequently, it has been the 
practice iexcept in the cases 
mentioned above, when the purchase of some of 
the old guaranteed lines was postponed in order 
to secure to the Government a share in surplus 
profits to use in some way or other at the 
earliest possible date the right reserved by the 
Government of terminating the contracts of the 
various Companies. The method of making use 
of this right has differed in different cases. The 
Eastern Bengal, Oudh and Rohilkhand, and 
Scinde, Punjab and Delhi lines were purchased 
and transferred to State management, the last 
named now forming part of the North Western 
Bailway. Similarly, the Bengal Central line 
was purchased and made part of the Eastern 
Bengal Railway. The Madias and the Indian 
Midland lines were acquired but left, after 
acquisition, under the management of Companies 
working other lines with which it was advantageous 
to amalgamate them. In all other cases (East 
Indian, South Indian, Great Indian Peninsula, 
Bombay, Baroda and Central India, Southern 


Mahratta and Bengal-Nagpur), the course adopted 
has been to arrange for the continuance df 
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management by the original Company (or by a 
new Company closely related to the old one), 
but to secure more favourable financial conditions 
for the State by one of more of the following 
methods, viz. :—reduction of the amount of 
capital retained by the Companies in the under¬ 
takings, reduction of the rate of interest guaran¬ 
teed by the State on such capital, and modifi¬ 
cation in favour of the Government of the 
clauses relating to the division of surplus 
profits. 

The relations between the Government and 
Arrangements between guaianteed Companies 

the Government and now working railways may 
Companies at present, be summarised as follows :— 

The lines that'they work are the property 
of the State. 

The greater part of the capital is the property 
of the Government, either through having 
been originally supplied by it or through the 
acquisition by the Government of the greater 
part of the Companies’ interests on the termina¬ 
tion of old contracts. 

When funds are required for further capital 
expenditure, the Government has the option 
either of providing them or of calling on the 
Company to provide them. The Company receives 
guaranteed interest at a fixed rate on its capital; 
and similar payments out of the earnings are 
made to the Government. If, after these have 
been made, surplus profits remain, they are 
divided between the Government and the Com¬ 
pany in the various proportions provided for by 
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the contracts. The Company’s share is in all 
cases only a small fraction of the Government’s 
share. 

All the contracts, except one, which is for 
a fixed term of 25 years, are terminable at the 
option of the Secretary of State, at specified 
dates; and on termination the Company’s capital 
is payable at par (except in the case of the East 
Indian Kailway Company, which is for special 
reasons to receive a terminable annuity instead 
of a cash payment). 

The administrative control exercised by the 
Government over the Companies is as follows :— 

The Company is bound to keep the line in 
good repair, in good working condition, 
and fully supplied with rolling-stock, 
plant, and machinery; to keep the 
rolling stock in good repair and in good 
working condition; and to maintain 
a sufficient staff for the purposes of the 
line; all to the satisfaction of the 
Secretary of State. 

The Secretary of State may require the 
Company to carry out any alteration 
or improvement in the lino, or in the 
working, that he may think necessary 
for the safety of the public or for the 
effectual working of the line. 

The Secretary of State may require the 
Company to enter into agreements, on 
reasonable terms and conditions, with 
the administration of adjoining railways 
for the exercise of running powers, for 
the supply to one another of surplus 
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rolling-stock, for the interchange of 
traffic and rolling-stock and the settle¬ 
ment of through rates, and for additions 
and alterations to, or the redistribution 
of existing accommodation in junctions 
or other stations in view to their con¬ 
venient mutual use. 

The train services to be such as the Secretary 
of State may require. In order to secure a 
general control over the rates quoted by Com¬ 
panies the Secretary of State has retained power 
to settle the classification of goods and to 
authorise maximum and minimum rates within 
which the companies shall bo entitled to charge 
the public for the conveyance of passengers and 
goods of each class. 

The Company has to keep such accounts as 
the Secretary of State may require, and these 
are subject to audit by the Secretary of State. 

In all other matters relating to the line, the 
Company is made subject to the supervision and 
control of the Secretary of State, who may appoint 
such persons as he may think proper for the 
purpose of inspecting the line, auditing the 
accounts, or otherwise exercising the power of 
supervision and control reserved to him. In 
particular the Secretary of State has the right 
to appoint a Government Director to the Board 
of the Company, with a power of veto on all 
proceedings of the Board. All the monies 
received by the Company in respect of the 
undertaking, whether on capital or revenue 
account, have to be paid over to the Secretary 
of State. 
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LYI. 

Extract from the Report of the Mackay Committee 

on Indian Railway Finance and Administra¬ 
tion , 1908 . 

What additional amounts may properly and 
advantageously be raised for railway construction 
and equipment? 

13. In our opinion the prudent policy for 
the Government to adopt is to fix periodically a 
standard of annual expenditure. For this purpose 
two questions have to be considered :— 

(1) What is the average of the annual expendi¬ 
ture that can be advantageously and profitably 
incurred ? 

(2) What is the average annual supply of 
capital that the Government can count on being 
able to procure ? 

14. On the first question there is consider¬ 
able diversity of opinion. We consider it safe to 
assume that, for a good many years to come, the 
amount that might with advantage be spent on 
railways in India will exceed the funds which will, 
on the average, be available, so that the effective 
limit of the amount to be spent in any year will 
be the amount that can be provided. 
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15. In any attempt to form an estimate, the 
most important factor is the amount which it may 
be assumed that the Secretary of State for India 
can borrow annually in London. 

On this point we have had the advantage of 
hearing the opinions of Lord Kothschild, Lord 
Swaythling, and Mr. H. A. Laniell. Lord Boths- 
child in reply to the question—“ Then, in regard 
to the amount of money the Secretary of State 
can raise in any one year in London, you are in¬ 
clined to think that an average of 8 or 10 millions 
would bo about the figure ?’», remarked, “ I think 
he inight get it, especially if it were distinctly 
stated that it was for railway purposes.” Lord 
Swaythling considers that, in normal conditions, 
the Secretary of State would be able to raise 
10,000,000 l. annually in London for expenditure 
on productive public works. His Lordship 
remarked that borrowing for Indian railways, 
which are highly remunerative works, would be 
quite favourably received, as it is altogether differ¬ 
ent from borrowing, as many countries do, for 
such purposes as the construction of vessels of 
war and armaments. Mr. Daniell’s estimate was 
lower thon those of Lord Bothschild and Lord 
Swaythling. 

A careful consideration of the evidence leads 
us to the conclusion that it would not be impru¬ 
dent for the Secretary of State to contemplate 
raising in London, in normal years, as much as 
9 , 000,000 l. 
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16. The amount that in normal years may 
be expected to be provided in India for capital 
purposes may be estimated as follows :— 

Lakhs. 


Revenue surplus 

100 

Annual appropriation 


from Revenue for re¬ 


duction or avoidance of 


debt 

75 

Savings bank deposits ... 

100 

Rupee loan 

325 

Moiety of profits of coin¬ 


age 

150 


750 = 5,000,000 l. 


17. Tho total amount that can be provided 
in England and India by or on the credit of the 
Secretary of State for capital purposes may thu9 
be estimated for the present at 14,000,000 l. a 
year. But a portion of this sum will not be avail¬ 
able for outlay on railways. Provision must be 
made for expenditure on irrigation works, which 
may be estimated at 1,000,000 l. a year, and 
other expenditure may have to be met from, 
borrowed money ; moreover, the money market 
may not always be favourable. We think it desir¬ 
able to recommend an annual rate of expenditure 
on railways which there is a reasonable hope of 
! maintaining, even in difficult times, and we accord¬ 
ingly advise that the Government of India be 
authorised to prepare their annual railway pro¬ 
gramme on the basis of a capital expenditure of 
12,500,000 l. 
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LVII. 


Extract from the Report of the Railway 
Committee , 1920-21. 

Finance and Financial Control. 


Demand for financial 
reform. 


28. The defects mentioned in the last 
chapter are due primarily to 
the failure of Government to 
provide the railways with 
adequate funds for capital expenditure on develop¬ 
ment and extensions, and even for the essential 
operations of renewal and repairs. They are the 
inevitable results of a paralysing system which 
has not been adapted and developed to meet the 
requirements of what is essentially a commercial 
enterprise of the first magnitude. 


29. As to the necessity for great financial 
reforms, the evidence placed before the Committee 
is practically unanimous. 


30. Witness after witness told us that the 
present financial methods need drastic revision, 
and that the basis of the reform is the complete 
separation of the railway budget, in respect both 
of capital and revenue, from the general budget 
of the country. The Associated Chambers of 
-Commerce of India and Ceylon expressed the 
general opinion in the following resolution, which 
they passed at their annual meeting held in Cal¬ 
cutta on the 24th and 25th January 1921:— 

“ That this Association is strongly of opinion 
that the present method of financing the annual 
capital expenditure programme of railways in this 
-country, and the general system of control exercised 
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*by Government over their administration, are in 
urgent need of revision and reform. This Confer¬ 
ence further considers that, as an essential con¬ 
dition precedent to such reform, immediate steps 
should bo taken to render the railway adminis¬ 
tration independent of the provisions of the 
general budget and to secure for them a separate 
budget of their own.” 

# 31. This resolution under both its heads 
embodies conclusions at which we have independ¬ 
ently and unanimously arrived. 

70. The Great War is an explanation, if not 
an excuse, foi many practices which no one would 
defend under normal circumstances. We cannot 
think that even the war is sufficient to explain 
the treatment of Indian railway revenue in the 
last few years. Till quite recently India produced 
hardly any of the supplies that her railways 
require. Locomotives, carriages, wagons, or at 
least their component parts, rails, signalling work, 
bridge work, all were imported from Europe. 
Even now India produces only a very small part 
•of what she needs. At an early stage of the war 
it became difficult to obtain from Europe the cus¬ 
tomary supplies. Later on it became practically 
impossible. The inevitable result was that 
maintenance and renewals fell seriously into 
arrears from 1914 to 1918... . 


71. Obviously the expenditure was only post- 
_. „ poned, and had to be faced 

Diversion of reserve. , ater on An ordinary com- 

p^ercial concern would, as a matter of course, 
have carried the money so underspent to a reqejrye 
for renewals, to be spent when the materials were 
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again available. The independent railway com¬ 
panies did this. Not so the State’s. The money 
was treated as part of the ordinary revenue of the 
Government in the year in which it was not spent, 
with the result that the net profits of the State 
railways are shown in official returns as having 
risen steadily from 4*54 per cent, in 1914 to 7*07 
per cent, in 1918-19. The apparent gain was not 
real. Had there been a separate railway budget, 
the money underspent would have been earmarked 
m it as advanced to the Government for general 
purposes. It was indeed announced at one time 
that a reserve was being made, or would be made. 
The end of the war has come, and the money is 
not there ; other liabilities had been too strong 
for the Government of India and so the reserve 


fund vanished. The railway machine is in urgent 
need of repair, and funds to put it right are not 
forthcoming. The position at present is this : 
maintenance is lamentably in» arrears. The cost 
of materials of all kinds iB far above the pre-war- 
level. Wages likewise have advanced steeply. 

72. Indian railway rates and fares have 
_ . , , always been air^ong the 

JLIUta..” 4 lowest, if not actually the 
lowest in the world. They 
have only been advanced in the last few years 
very slightly as compared with the rest of the 
world. A general and substantial increase is 
overdue. Witnesses from all parts of India have 
agreed in recognising that rates and fares should 
be increased, and saying that they will be ready 
to pay the increases, provided a reasonably 
efficient service is given in return. One of the 
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most important railway companies applied many 
months ago to the itailway Board for permission 
to increase its rates beyond the maximum hither¬ 
to authorised. It met with a refusal. 

74. We now proceed to discuss the manner 
in which reform should be 

wa Ne bud?ret 0P ‘ rafcOrail " carried oufc - At the outset 
way u ° ' we wish to disclaim any idea 

that the railway organisation should be inde¬ 
pendent, an imperium in imperio. This is quite 
out of tho question. The Indian Government owns 
the railways; the Indian Government must control 
them.... What we propose is in outline that the 
railways should have a separate budget of thoir own 
and assume the responsibilities for earning and 
expending their own income. The first charge 
on that income, after paying working oxpenses, 
is interest on the debt incurred by the State for 
railway purposes. Tho amouut of this debt is 
known—we may call it roughly *252,000,0002. 
The annual liability of the Indian Government 
for interest is 8,700,0002. Whether the railways 
should pay precisely this amount, or a larger 
amount in consideration of the fact that in early 
years taxation had to be imposed to meet that 
portion of the interest which the railway receipts 
did not cover, or a smaller amount, in consider¬ 
ation of the expenditure which the railways have 
since incurred for non-railway purposes, is a matter 
for argument. We have no wish to express a 
positive opinion, though we think there is much 
to be said for letting bygones be bygones and fixing 
the payment to the Government at the same 
sum that the Government has itself to find at 
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the present time for interest on the railway debt. 
The point is that the Railway Department, 
subject to the general control of Government, 
once it has met its liability to its creditors, 
should itself regulate the disposal of the balance, 
and should be free to devote it to new capital 
purposes (whether directly or as security for 
new debt incurred), or to reserves, or to dissipate 
it in the form either of reduction of rates or 
improvement of services. 

75. We have expressed our own view that 
•[ the only payment by the railways to the general; 

\ Exchequer should be the interest at a fixed rate 
l on th 3 capital advanced. But we desire to point 
out that this is not necessarily involved in the 
separation of the railway budget. Ic would be 
possible, however undesirable, for the Govern¬ 
ment to impose a surtax on railway traffic such 
as is now in force, or even to call upon the 
railways for an emergency contribution to the 
necessities of the State,. Neither method would 
involve interference by the Finance Department 
with the Railway Department’s control of its 
own internal finance. 

149. It is an Indian grievance of old stand* 
ing—it was voiced in the 
Allegations of undue Legislative Assembly at 

preference. Dalh5 m W18 by a difitin- 

guished Indian, now a Member of the Executive 
Council of Bombay, Sir Ibrahim Rahimtoola— 
that the railways fix their rates to suit their, own 
pecuniary interests—if indeed it be not to suit 
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the interests of European merchants—regardless- 
of the effect of these rates on the native industries 
of India. And we have no doubt that tho charge 
is accepted as proved by a large proportion o# 
Indian traders. 

150. Charges based upon motives are difficult 
to prove or to disprove. It was not our duty 
to investigate specific cases in detail, nor would 
the time at our disposal have permitted us to do 
so. Unquestionably, low exceptional rates exist 
for traffic to and from ports, especially the great 
ports of Calcutta and Bombay. But exceptional- 
rates such as these exist in every country, and 
are justified on the Ordinary grounds, not only 
of the economy of handling goods in large volume, 
but also of competition between railway systems 
serving the same distributing or consuming 
area. 

151. In one respect, at least, the Indian 
railways havo refrained from following the 
accepted railway practice in other countries. It 
is usual in most countries to concede for export 
traffic through a seaport rates w r hich are not 
available to that seaport for local traffic; and 
vice versa , m countries which adopt a Free Trade 
policy, to fix lower rates for the carriage inwards 
of goods imported through a port than for goods 
produced locally at the port tow'n. This practice 
is not, so far as we have been able to ascertain, 
followed in India. Bombay receives from up- 
country large quantities of raw cotton, part of 
which is worked up on the spot and part exported. 
Similarly Bombay distributes to up-country 
points large quantities of cotton cloth, part of 
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it locally manufactured and part imported. The 
raw cotton rates down to Bombay port and to 
Bombay town are the same, and so are the 
manufactured cotton rates upwards. The same 
principle, we understand, is applied elsewhere, 
in the case, for instance, of the great Calcutta 
jute trade. 


167. Wo received many complaints regarding 
. the treatment of third class 
tlnrd passengers. Their grievances 
are of long standing and have 
often been recognised. Stress was laid upon 
them by Sir Thomas Bobcrtson in his report 
of 1903, and—more especially with regard to 
inela traffic—by the Pilgrim Committees of a few 
years ago, whose reports showed plainly that 
even with the insufficient means of transport 
available more might easily bo done for the 
passengers’ comforts; it might, for instance, be 
necessary in exceptional circumstances for 
passengers to travel in trucks, but the trucks 
could at least be cleaned beforehand. We may 
quote the following sentence from the lotter 
dated 27th September 1916, from the Sanitary 
Commissioner to the Government of India, 
submitting the reports of the Pilgrim Com¬ 
mittees :— 


“ The Government of India can hardly be 
aware of tho amount of ill-feeling and ill-will 
towards themselves that these two conditions 
(viz- (1), overcrowding of ordinary trains and 
pilgrim specials, and (2; the use of goods wagons 
lo carry pilgrims) engender.” 
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168 . As voiced before us, the complaints 
of the third class passengers still continue under 
the following heads:— 

(a) Overcrowding, to the extent at times of 

double or even more than double the 
approved carrying capacity. 

( b ) Inaccessibility and insanitary condition 

of w. c.’s in third class carriages for 
long distance journeys. 

(c) Dirty condition of third class carriages. 

(d) Inadequate water supply on railway 

platforms. 

(e) Inadequate food supply arrangements. 

(f) Inadequate waiting sheds or waiting 

rooms. 

(g) Insufficient booking office facilities. 

(/i) Uncivil treatment by railway staff. 

169. In India, with its vast popu'ition, 
normally sedentary, but at intervals—sometimes of 
months, sometimes of a year, sometimes of several 
years—flocking in enormous numbers to melas 
(fairs or fetes) or on pilgrimages to holy places, 
occasional overcrowding is inevitable. To con- 
strucTand equip the railways so that on rare 
occasions they should be able to accommodate 
without inconvenience traffic out of all propor¬ 
tion to the normal is evidently impossible. And 
so long as the present shortage of funds persists 
serious hardship is unavoidable. But when it 

\ comes to overcrowding as a constant everyday 
< affair, carried to the length that Members of the 
| Committee have seen with their own eyes— 
! passengers by regular trains perched in the 
luggage raoks and in suburban services hanging 
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on outside or squatting on the steps of the 
coaches, it is another matter. Serious measures 
must be taken to deal with it. It cannot be 
done away with till funds are provided on a 
large scale sufficient to allow of railways being 
brought up all round to a much higher standard of 
efficiency. But even with restricted facilities 
something more might be done by measures such 
as borrowing stock to the utmost possible extent 
from other lines to meet exceptional local 
pressure, and by strict supervision of matters 
such as enforcing cleanliness and the provision 
of drinking water. We consider that in such 
ways as these the utmost efforts should be made 
to minimise the inconveniences to which the 
lower class passengers are subjected. 

170. We were told by the Agent of the 
East Indian Kailway that the Kailway Board, 
had recently disallowed any capital expenditure 
even to provide such things as installation of 
additional water supplies or erection of waiting 
sheds, as they did not directly improve the 
movement of traffic. Whatever the shortage of 
funds, we cannot think that if an order so sweep¬ 
ing as this was given it was in the general interest. 

171. The view has been urged upon us that 
the third class passengers suffer relatively more 
than other users of the railways from the lack of 
adequate facilities, and that, though they contribute 
by far the greater part of the coaching earning^ 
and nearly one-third of the entire railway revenue, 
their requirements have received less attention 
than those of the organised traders and more vocal 
classes of passengers. There is a strong feeling. 
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on the part of the Indian public that the 
improvement of the conditions under which the 
mass of the passengers travel has a priority 
elaim. 

172. In this connection we may refer to the 
existence on a few lines of a special class of 
officials, known as Passenger Superintendents* 
who are engaged at some of the principal stations 
in looking after the comfort and convenience of 
the lower class passengers. These officials 
are usually retired Indian Army Officers, who 
give much assistance to travellers. The evidence 
given shows that their services are appreciated, 
where they exist, and we recommend an extension 
of the employment of such officials. 



CO OPERATION. 

The Famine Commission of 1901 
emphasized the need for the establishment of 
agricultural banks in India. The Government, 
the Commission said, could not finance 
agriculturists all over India, and as for 
the sowhar, “ far from being a help to 
agriculture, he had become, in some places, 
an incubus upon it.’* 

Practical effect was given to the re¬ 
commendations of the Commission in 1904 
when the Co-operative Credit Societies Act 
was passed, giving legislative sanction to the 
creation of rural and urban co-operative 
credit societies. This measure was necessary 
as the old Companies Act of 1882, with its 
numerous sections, was unsuited to the 
societies proposed to be established. The 
Act was amended in 1911 so as to make it 
applicable to Unions and other forms of 
co-operation than co-operative credit. A 
new basis of classification of societies was also 
adopted. The progress of co-operation was 
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reviewed by the Maclagan Committee appoint¬ 
ed by the Government of India in 1915. 
The Committee made a number of important 
recommendations regarding co-operative 
methods and finance. A brief summary of 
the report of the Committee has been given 
as it has not been found possible to include 
extracts from the report of the Committee in 
the present volume. 

The extracts from Sir F.A. Nicholson’s 
report trace the history of co-operation in 
the country of its origin— Germany. 

Present Position .—The progress of co¬ 
operation during the last 15 years is shown 
by the following figures :— 
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There were in British India, including 
Burma, in 1919-20 six Provincial Banks, 
with a working capital of 237 crores of rupees, 
and 354 Central Banks. In 1915, the number 
of apex banks in India was only 3, one each in 
Burma, Bombay and Madras, and of Central 
Banks, 200. The need for the co-ordination 
of co-operative finance by means of Provin¬ 
cial Banks was pointed out by the Maclagan 
Committee, and it is satisfactory to note 
that the work of the Committee is bearing 
fruit. The total amount of loans made by 
the Provincial Banks in 1919-20 to individuals 
and societies was 15 lakhs and 121 lakhs 
respectively, as compared with 7i and 110 
lakhs in the preceding year. 

The figures quoted above show that the 
co-operative movement has made rapid 
progress during the last 15 years. £jt is 
beyond question that co-operative societies 
are doing very useful work in our villages. 
The rates of interest charged by them on 
loans, as the Maclagan Committee recom¬ 
mended are “ substantial,” though very much 
lower than the usurious rates charged by the 
sowkar. With the exception of Assam and 
Coorg, where the conditions seem to be 
exceptional, the usual rates of interest on loans 
made by societies vary between 9| per cent, 
in Madras and 15f per cent, in Behar and 
Orissa. Co-operative credit societies have been 
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■successful, not merely in supplying capital to 
their members at reasonable rates, but also in 
teaching them the lessons of thrift and self- 
help. It is useful to remember that co¬ 
operative credit societies are not merely 
cheap money-lending concerns ; one of their 
chief objects is the moral uplift of the agri¬ 
cultural classes. Praiseworthy efforts have 
been made by societies in several districts of 
the Punjab to discourage extravagance, 
gambling and litigation among their members 
and to encourage habits of economy and 
' industry. A case is reported from Gurgaon 
of a member whose credit was assessed by his 
society at the low figure of Us. 30 as he spent 
too much time in a mosque and too little 
on his fields. Cases are reported of people 
who have given up a criminal profession in 
order to qualify for membership of a society. 
That the advantages of co-operation arc 
appreciated by the agriculturists, and that 
their interest in the movement is increasing is 
shown by the following psssage taken from 
the Report on the working of the Co-operative 
Societies in the Punjab for 1919-20. The 
Registrar says : — 

“ Generally it may be said that the movement 
is having a distinct effect in instilling into the 
people the ideas of hope and progress. The" 
members are becoming more business-like and 
their apathy towards education is giving way to 
something approaching active interest.f To one 
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change I can personally testify; when nearly five 
years ago I joined the Department, I found tew 
members attending my inspections; my duty 
then was to reprimand defaulters and warn the 
Committee members. Now crowds come along; 
questions are asked showing intelligence and 
understanding; the fact that they are collected to 
discuss measures for their own welfare and better¬ 
ment is realised. The Committee members no 
longer have to be dragged from their homes, they 
show their books with pride.” 

Co-operation in India owes its initiation 
and success entirely to official inspiration. 
The movement beihg essentially one of self- 
help, based on self-reliance, it may be 
regretted that it has not developel inde¬ 
pendently of the State, and that official 
propaganda should have been found necessary 
at any stage to popularise it. But to judge 
from results, the movement has succeeded 
in bringing help and relief to the poor 
agriculturist of which he stood in great need. 

Other Societies.— Co-operative credit 
societies are not the only, though the most 
important, form of co-operative effort. There 
are, in the Punjab, Supply unions, which sell 
goods to their members; Demonstration and 
Seed societies, the object of which is to improve 
agriculture; and Sale societies, which arrange 
to sell members’ produce. Other forms of 
co-operation are arbitration societies and 
societies for the consolidation of holdings. 
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The growth of co-operative arbitration will 
be watched with great interest by all true 
friends of the agriculturist. The movement 
to consolidate holdings by co-operative effort 
has already yielded striking results. “ In 
Saila Khurd (Tahsil Garhshankar) ”, we learn, 
“ each owner has been allotted one solid block 
of land in one place. The number of fields 
has been reduced from 425 to 5, while the 
average size of a field has been increased 
from 3 to 35 kanals. In Ghazikot the owner 
had 31 acres divided into 40 fields scattered 
in 26 different places. He received Rs. 6 an 
acre rent. Consolidation has given him one 
solid block; the same tenants have offered 
Rs. 10 per acre rent and have also expressed 
their willingness to sink two wells and recoup 
the cost by annual deductions from the 
rent.”* 

The repartition is made with the approval 
of two-thirds of the members of the society 
for a period of four years. 

Arbitration societies and societies for 
the consolidation of holdings are admittedly 
experiments, but experiments full of hope and 
promise for the future of agriculture in 
India. 


• Report on the working of Co-operative Societies, Punjab, 
1919-20, 
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Summary of the Beport of the Maclagan Com¬ 
mittee, 1915. 

A primary agricultural co-operative credit 
society consists of a number 
The Primary Society, of individuals, not less than 
ten, who combine together to 
obtain credit for their small agricultural opera¬ 
tions on reasonable conditions. Each becomes 
liable for the debts of the society to the extent of 
the whole of his assets. Sometimes well-to-do 
persons join the society to increase its credit. 
Generally the total assets of the members at their 
nominal saleable value are in excess of the total 
loans granted, but if the assets were sold, the 
value actually received might fail to cover the 
debts of the society. 

“ Each loan should mean so much earning 
capacity, so much productive 
The essential elements power for the individual bor- 
of co-operation. rower.” Members should 

carefully watch the use of 
each loan and exercise moral influence upon one 
another to prevent extravagance and dishonesty. 
Each society must, in the first place, be co-opera¬ 
tive and must further be business-like. 

The object of co-operation is to enable weak 
members to improve their 
Conditions necessary capacities. “ The movement 
operative, & ~ ^essentially a moral one.*’ 

The members should possess 
a knowledge of the principles of co-operation. 
Loans should be made to members only. Loans 
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should not be made for speculative purposes. 
The borrowers should satisfy the society that they 
would be able to repay the loan. Care should be 
taken to see that money is expended for the pur¬ 
pose for which the loan was granted. If proper 
use is not made of it, it should be recalled. The 
constitution of the society should be republican. 
The ultimate authority should remain in the 
hands of the members. All business should bo 
transacted with the greatest publicity possible. 
General meetings should be held frequently. 
Attempts should be made to develop thrift among 
members. As soon as possible a reserve fund 
should be built up from profits. “With all this 
there must go the elementary principles of busi¬ 
ness, of honesty, punctuality, diligence and pay¬ 
ment when due.” 


No official propaganda in favour of primary 
__ . . , societies should be started. A 

their Tize. 8 ° CietieS primary society should be 

registered only after the 
Registrar is convinced that the members under¬ 
stand the principles of co-operation. The members 
should know one another. The chief objection 
to large societies is that they lose their co¬ 
operative character. As members cannot watch 
one another, large societies generally degenerate 
into money-lending concerns. 

The period of the loan should be carefully 
_ . . _ fixed; and when fixed, it 

their're payment* 0 * should be rigorously enforced. 

Loans should not be extended, 


but loans should not be granted on conditions of 
tepayment within too short a period. “Agrioul- 
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tural finance must be based on the agricultural 
cjcle, ” which is frequently a matter of from two 
to five years where harvests do not fail. Where 
the harvests are precarious, “ the agricultural class 
must be financed with regard to the period of 
years which will cover the average cycle compris¬ 
ing good, bad, and indifferent seasons.” 

If the rate of interest is very low there is a 


The rate of interest 
on loans. 


danger of unthriftiness and 
extravagance incidental to 
too facile credit. Bates of 


interest should be substantial. They may be as 
high as 15 or 18 per cent., where the usual rates 
charged are 36, 48 or even 60 per cent. A high 
rate of interest imposes no hardships on the 
members, for profits go to swell the reserve fund. 
( 1). External capital : Deposits from members 
. and non-members and 

Fo«r«8Tf"capita| aSt ° C ' loanB from central financing 
institutions or central banks. 


(2). Internal capital : Beserve fund and, 
in some provinces, share capital. 

Every effort should be made to get deposits 
from members and non- 
Deposits!* 1 ca P lta1, members. But capital thus 
* 1 ' obtained has hitherto been 


sm all. 


The main source of outside capital in primary 
societies consists, not in de- 

ho^SnLLa?u<r«i p° s ; ts ’ but in > oa fi ns fr ? m 

Unions. central co-operative financing- 

agencies. Loans are some¬ 
times made through the Begistrar. In some 
cases the loans are made directly by the central 
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financing institutions. In other cases, but not 
generally, a society, before obtaining a loan, has 
to become a member of a Union. A Union is a 
body of which the only members are primary 
societies within a circle of a radius about 8 miles. 
The Union advises on the grant of loans to its 
constituent societies. The Union possesses inti¬ 
mate knowledge of the affairs of its constituent 
societies and can therefore advise on the propriety 
of a loan asked for by a society. The Union is 
made liable to some extent for making good to 
the central financing institution any loss which it 
may have incurred from lending money to a society 
recommended by a Union. 

In most cases interest has to be paid regularly 
each year or half-year. The 
Repayment of loans principal is, in some cases, 
made to a soowty. repa y a bl e by instalments 

spread over periods varying from one to ten years. 
In others it is repayable in one lump sum after 
a term of years. On an average loans from 
central financing institutions to societies are 
repaid within two or three years, whether by 
yearly instalments or in one sum. The annual 
rate of interest paid by a primary society is 7 to 
9 per cent. 

The Registrar should maintain a control over 
the total amount that a society 
Asswment of credit. may borrow from every source 
and an elastic maximum should 
be fixed for such borrowing. This limit should 
include loans from a central financing institution 
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as well as from depositors and members. Loans 
from one society to another should not be per¬ 
mitted. 

Most societies have little share capital because 
Owned capital. 8b.». members are poor. Where 
and surplus assets or a Sn&rO C&pitfll CEmnot D0 obt&in* 
reserve fund. Share ed the society must look to its 
ca P lta, ‘ reserve fund for the bulk of 

the owned capital. The amount of the reserve 
depends upon the difference between the rate at 
which a society lends and that at which it borrows- 
It is a mistake to reduce the rate of interest until 
a large reserve fund has been accumulated. 


A good society will be punctual in its repay- 

Punctual repajment. men ‘ 9 - bu ‘ Punctual repay- 
moot is not the only test of 
efficiency in a society. For example, a society may 


punctually repay its loans from tho doposits 
received from time to time while it has made no 


recoveries from its members. Again, members may 
be punctual in their payments to a society but they 
may be able to do so with the help of the money¬ 
lender or fresh loans obtained from the society. 


“ A society must live up to a high standard ”. 

Hence the need of frequent 
Audit and supervision an( j strict supervision and 
° frequent audit. The work of 

audit and supervision should, in the first instance, 
bo-vested in the higher co-operative institutions, 
that is in Unions and central banks. But the 
ultimate responsibility must be assumed by the 
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Registrar as representing the Government. 
Government should audit the accounts of each 
society once in two or three years, The audit in 
the meanwhile can be conducted by Unions or 
oentral banks. 

vj^he persons for whose benefit the co- 

Need of increased operative credit societies are 
contro1 - intended are illiterate. Therer 

is thus the possibility of the movement being 
diverted to wrong ends if it is not properly 
controlled. The dangers are : (1) perversion of co¬ 
operative movement to other objects, and (*2) lack 
of true spirit of co-operation. The primary 
societies fall short of the co-operative ideal, 
" There has been found a lack of true co-operation.’ r 
It is necessary to develop " co-operative habits 
than cheap money-lending.” J 


In Burma the primary societies receive loans 
direct from one bank at Man- 


Co-operative finance. 
Central «nd Provincial 
Banks 


dalay. In all other provinces, 
except Madras and Bombay, 


primary societies receive 


loans from local central financing institutions or 
central banks. Each of these institutions is an 


independent society registered under the Co¬ 
operative Societies Act with limited liability. In 
Behar and Central Provinces these institutions 


are formally federated under an apex bank called 
Provincial Bank, which provides a certain amount 
of capital to its constituent banks and maintains 
general control over them. The number of locaP 
financing institutions is nearly 200 in India. They 
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lend to primary societies and also exercise the 
duties of supervision and control over thesesocie- 
ties. The term ‘Provincial Bank ’ is applied to 
the apex institution in a province, which is 
formally constituted to co-ordinate and control 
the finances of central banks. 

The central banks raise the major portion of 
their capital by inviting deposits from the public. 
Most of these deposits are for periods ranging 
from three months to one year. The money so 
obtained is lent to the societies, but loans made 
to societies are in instalments spread over three or 
four years. “ It is thus obvious that if the banks 
are to be in a position to repay deposits when 
due and demanded they must equilibrate their 
finances and provide an adequate amount of liquid 
resources.” If a large number of depositors 
wanted their money at the same time it would 
not be forthcoming. 

The remedy for this state of affairs is the co¬ 
ordination of co-operative finance in each province 
in a strong apex bank, and to insist that the 
•central financing institutions shall have their 
dealings with one another through the apex bank 
only. The Provincial Bank might also be made 
the sole medium in the province for dealing with 
the Presidency and Joint-Stock Banks 


Deposits for periods as long as are required 
lA . . . for agricultural loans will be 

obtainable on very dear 
fluid resources. terms. Where the difference 

between the rates at which 
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dejn>sits are obtained and at which members of 
societies borrow is small it may be difficult to 
make resources fluid. The only other alternative 
is to provide an agency which will discount the 
promissory notes of co-operative banks in time of 
need, and thus obviate the necessity of their keep¬ 
ing liquid resources. In European countries this 
agency is a State Bank or a specially constituted 
Co-operative State Bank. 
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Extract from the Report of the Indian Famine 
Commission , 1901 Section 8. 

Agricultural Banks. 

288. We attach the highest importance to the 
establishment of some organis- 
The need for establish- abion or me thod whereby cul- 
tivators may obtain, without 
paying usurious rates of in¬ 
terest, and without being given undue facilities for 
.incurring debt, the advances necessary for carrying 
on their business. Agriculture, like other indus¬ 
tries, is supported on credit. “ The sowkar is as 
essential in the village as the ploughman,” said the 
Secretary of State in reviewing the Deport of the 
Deccan Kiots Commission, and the statement is 
true in existing circumstances. But owing to causes 
which it would be tedious to trace, the sowkar or 
i bania, has, from being a help to agriculture, become, 
in some places, an incubus upon it. The usurious 
rates of interest that he charges and the unfair 
advantage that he takes of the cultivators’ 
'necessities and ignorance have, over large areas, 
placed a burden of indebtedness on the cultivator 
which he cannot bear. Passed on from father to 
son, and continually swollen in the process by 
compound interest, this burden of indebtedness 
has become hereditary and retains the cultivating 
classes in poverty, from which there is no escape 
that we can perceive, except through state assist¬ 
ance or the .discovery of some other means by 
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which the cultivator may get, on easier terms, the 
accommodation that he needs. But even the 
fuller measure of State aid in the shape of takavi 
loans which we shall recommend, will go but a 
small way towards removing the difficulties of the 
whole class. Government cannot possibly finance 
all the cultivators of a district, still less of a 
province. In the establishment of Mutual Credit 
Associations lies a large hope for the future of 
agriculture in India, and from the enquiries we 
have made there is reason to believe that, if taken 
up and pressed with patience and energy, such 
associations may be successfully worked. 


LIX. 

Extract from the Proceedings of the Governor 
General's Council , dated the 23rd 
October , 1903. 

Co-operative Credit Societies’ Bill. 


Sir D. Ibbetson said :— 


One.of the most difficult problems with which 
ml , , , lt the small agriculturist is every- 

•gfioultarist! tl68 ° f the w here confronted is to obtain 
the money which is necessary 
for his operations at a reasonable rate of interest. 
This is a state of affairs by no means peculiar to 
India. The pe tty agriculturist of Eu rope is for the 
most part financed by borrowed capital, and there 
too the money-lender takes advantage of the 
exigencies of the cultivator to demand exorbitant 


terms. In India, however, the problem is aggra* 
vated by the fact that Indian r ates of int erest are 
to some extent survivals from times when the 
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( secu rity which the agriculturist had to offer was 
of fa r smaller va lue than at present, and partly 
perhaps by the fact that into most Indian contracts 
there enters an element of oriental hyperbole, for 
which full allowance is made when the settlement 
is by mutual consent, but which our Courts 
of Justice are for the most part unable to 
recognise. 

Some fifty years ago, the establishment of 
„ . . agricultural banks and of co- 

many° peratl0n m Ger ~ operative societies for small 
men was initiated in G-ermany 
by Schulze Delitzsch and Baiffeisen respectively. 
The experiment passed through twenty years of 
struggle and uncertainty; but eventually it succeed¬ 
ed beyond all expectation, the institutions of both 
classes now exceeding 50,000 in number; and the 
example thus set has been imitated with more 
or less modifications, in many European countries 
where land is commonly in the hands of men of 
small means. 

Madras was the Indian province in which 
attention was first turned to 
XM?™ il0n m the subject. In that province 

an indige nous instituti on called 
a Nidh i had sprung into existence at about the 
sameTime as the movement to which I have just 
referred began. These Nidhis are modelled very 
much upon the lines of English building s ocieties, 
and they find their clients among a more educated 
and advanced class than that of the rural agricul¬ 
turist, to whose needs their constitution is not 
well adapted. But the fact that, notwithstanding 
, numerous failures, afld.much discredit attendant 
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upon a period of speculation, they have attained 
a very considerable degree of success, since at 
present they include some ,36,000 members with 
a paid-up capital of 75 lakhs, is encouraging, as 
suggesting the possibility of establishing true 
co-operative credit societies among an Indian 
people. 

It was the Madras Government, then, who, 
towards the end of 1899. fp rwarded for the con¬ 
sideration of the Government of India a report 
upon the subject which had been prepared under 
their orders by Mr. (now Sir Frederick) N ichol son, 
and which is a monument of research and a per¬ 
fect storehouse of information ; while about the 
same time Mr. Dupernex, a civilian in the United 
Provinces, published a book upon “Peoples Banks 
for Northern India.” 


The Government of India fully realised the 


Government’s interest 
in the question. 


doubts and difficulties which 
must attend any attempt to 
introduce the Kaiffeisen 


system into rural India. But they also recognised 
the enormous advantage which would result to 
the Indian cultivators if by any means they could 
be induced to utilise their combined savings under 
a system of co-operative credit, and so be freed, 
even partially, from the necessity of recourse to 
the professional money-lender. They therefore 


referred the subject in its moat general— form to 
Local Govern ments for preliminary consideration 


and suggestions. 


After some intermediate discussion, the 


opinions of Local Governments were considered 
in June 1901 by a strong Committee under the 
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presidency of my Hon’ble colleague Sii^ Edward 
Law ; and it was on the report of this Committee, 
to which attached a draft Bill, and draft model 
schemes of management for co-operative credit 
societies with limited and unlimited liabilities 
respectively, that proposals for action first took a 
form sufficiently definite to allow of detailed dis¬ 
cussion. These proposals were referred to Lo cal 
Governments for criticism, and it is upon a con¬ 
sideration of the replies which have been received 
to this reference that the Government of India 
now propose to take action. 

While the subject had thus been under dis¬ 
cussion, a certain amount of experience had been 
gained from experiments which had been made 
with varying success in several provinces of North¬ 
ern India. In some cases failure had ensued, 
or was only averted by official support; but in a 
few instances genuine success had been achieved, 
and real co-operation for the purpose of utilising 
the combined credit had been arrived at among a 
cultivating community. 

' One thing, however, soon became apparent, - 
_ ..... £ that no real advance was 

CompW let ofi882! possible without legislation. 

The Companies’ Act at present 
in force (Act 6 of 1882) contain ^ 25Q sections, 
and its elaborate provisions, however necessary / 
in the.case of combinations of capital on a large 
[scale, are wholly unsuited to aocint ies o£ the kind 
which we desire to encourage. The first thing to 
be done was to take such societies out of the 
operation of the general law on the subject, and 
to substitute provisions specially adapted to their 




CO-OPERATION 


39a 


constitution and objects. In the second place, it 
was desirable to confer upon them special privi¬ 
leges and facilities, in o rder to encourage their for¬ 
mation anrnsstsT’t heir operations. And thirdly, 
since they were to enjoy exemption f rom the 
gen eral law and facilities of a ve ry speci al nature, 
it was very necessary to take such precauti ons 
as might be needed in order to prevent specu¬ 
lators and ca pitalists from availing themselves, 
under colourable pretexts, of privileges which 
were not intended for them. These three 
ends were the objects which we kept in view in 
framing the legislation that I am about to 
propose. 

Before turning to the actual provisions of the 

The object of «. Bill > il '"j U be Wo11 
tablishing co-opwratire exactly as possible the 

credit societies. Rural precise nature of the institu- 
and urban societies. tions which we desire to create, 
and that we shall best do by defining the precise 
object with which we desire to create them. That 
object m av perhaps be defined as the encourage- 
ment oFindividual thrift, and of mutual co-opera¬ 
tion among the members, with a view to the 
utilisation of their combined credit, by the aid of 
their intimate knowledge of one another’s needs 
land capaci{lies,.and of the pressure of local public 
Ippinion. 

The main object of our endeavours is to as sist 
agri cultural credit, which represents a far more 
important and more difficult problem than does 
industrial credit. But we recognise that artisans, 
employees on small pay, and other persons of small 
means residing in towns, may very properly be 
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admitted to the benefits of our legislation. We 
therefore provide for two classes of societi es, rural , 
which are composed ^ot agriculturists^ (a term 
which is not intended to include the wealthy rent- 
receiver), and urban , which consist of artisans or 
other persons of limited means. The members of 
a rural society may live in a town : so also the 
members of an'ifrBan society may live in a village, 
a condition which will exclude in practice all 
villages that are not sufficiently large to possess 
an urban character. In the case of both classes 
we provide that the mem bers must be small men, 
for we are n ot legislating for capi talists:' that 
they must be re sidents of the Bams ne ighbourhood, 
else the knowledge of one another which is to 
guide them in their operations will be wanting; 
that new ^^mhnr 0 shall admitted by elec tion 
only., thus securing that imrfcual'~confidence'"fohich 
is the only possible foundation of co-operation ; 1 
that a man must be a member before he oan 
borrow fr om the s ociety, and must in that capa¬ 
city have contributed to the fundB of the society, 
since our basis** IS iniitual co-operation; that 
money aha,11 pot be lent r.n 80 that the 

capital may be liquid, and capable of ready reali¬ 
sation ; that the interestTn'a^DEielry *Whictr may 
be held by a single member is to be limited, in 
order to prevent an individual from obtaining 
control; and that shares can b e trans ferred 
subject only to certain restrictions which are in¬ 
tended to prevent speculation. We provide for a 
simple form of registration; for “compulsory 
dissolution, subject to appeal to the Local 
Government, in order to meet the case of fraud. 
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or of bogus co-operative societies which may have 
obtained the benefits of the Act while not 
pursuing its objects ; and for liquidation under a 
simple procedure, and subject to appeal to the 
•Civil Courts. 

In the case of rural soc ieties we further insist 


Constitution of rural 
and urban societies. 


upon unlimited liability, as 
best suited to the pgricultural 
classes to whom they are 


confined and most consistent with the mutual 


confidence which is to form their basis ; we lay 
down that no profit is to he directly divided 
amon g the members, since their object is not to 
make money but to assist one another, and any 
surplus that may accrue should either be carried 
to .a reserve fun d, or be applied t o redu cing the 
rate .of interest upon l oans ; and we forbid the 
society Eo borrow money without sanction, 
for it would often be worth the while of a money¬ 
lender to risk his money in order to get a success¬ 
ful society into his power, and so to rid himself 
of a rival. We prohibit pawn-b roking, since the 
basis of the operations should beqpersonal and not 
material security ;« but we allow agricultur al pro¬ 
du ce to be received as sec urity or in payment, 
and to be converted into money at any time by 
the society, which will generally be in a position, 
to get a better price for it than an indebted culti- j 
vator could obtain. 


In the case of urban societies we allow of 


li mited liab ility and the distribution of profits, 
subject to the creation of a sufficient reserve fund, 
and we allow them to lend money to a rural 
society which is situated in the same district, and 
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with the circumstances of which they have there* 
fore the opportunity of being acquainted. 

Having thus provided for the constitution of 
our societies, and regulated 
*£&£*"* ‘heir operations, we proceed 
to confer upon them certain 
privileges. We exempt the shares or othe r interests 
of members in the capital of a society fr om a ttach¬ 
m ent for their private debts, thus encouraging 
thrift, and giving stability to the operation of the 
society ; we rejjjgye societies from the necessity for 
letters of administration or a succession certificate? 
we give them a Hen. upon certain forms of property 
when created or acquired by means of a loan 
from them, until t he loan is. repaid; and we 
make an entry in the books of a society jprima 
facie evidence in a suit to recover money due to 
it. We take powers for the Governor General' 
in Council to exempt societies and their operations 
from income tax stamp-duties, and registration- 
fees; and it is our intention to act upon those 
powers, at any rate in the first instance. 

Finally, we provide fo r compulsory insp ection 
ny ^j audit by ° 'rWttrnmnnfi in order to 

provide against mismanagement and fraud, to 
give the members and the public confidence in 
the societies, and to justify the privileges which 
we confer upon them; we make Government 
advances recoverable as arrears of land revenue;, 
we confer a wide rule-making power upon Local 
Governments while indicating certain heads under 
which it will probably be advisable to exercise 
it ; and we declare that the provisions of the 
Indian Companies’ Act shall not apply to* 
societies registered under the new law. 
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LX. 

Extract from the Co-operative Credit Societies 
Act Amendment Bill , 1911. 

Statement op Objects and Reasons. 

The chief changes contemplated by the 
Government of India are four in number :_ 

(1) The Act of 1904 applies to societies for 

the purpose of co-operative cred it o nly, and not 
to Co-operative ^ Societies of oth»r kinds, such as 
those established for prod uction or dist ribution. 
It has in practice been found that the establish¬ 
ment of Credit Societies has led to the founding 
of other classes of Co-operative Societies also, 
and it is advisable that the privileges extended 
by the Act to Co-operative Credit Societies 
should be extended to these other Societies. It 
is proposed therefore that the Act as now revised 
should be made applicable to all classes of 
co-operative Societies. 

(2) In the Act of 1904 Societies were classi¬ 
fied according as they were “ U rban” or “ Rural”, 
and the principle was laid down that as a general 
rule rural societies should be with unlimited 
liability. This basis for distinction was adopted, 
mainly because it represented a classification 
which had already been recommended and put in 
force in the initiation of Co-operative Credit 
Societies in certain parts of India, but it was at 
ihe time criticised as unsuitable by experts, 
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and it has in practice been foun d art ificial 
and inconv enient. The real distinction is 
between Societies with limited and th ose with 
unlimited liability, and it is proposed in the new 
Bill to maintain this distinction only while 
retaining the principle that agricultural Credit 
Societies, must, as a general rule, be with un¬ 
limited liability. 

(3) The Act of 1904 did not contemplate 

that Societies \ yith unlimited _liability should 

d istribute profi ts. It is still felt that such 
Societies do not represent the best form of 
co-operation for agricultural communities, but 
this form of Society has, in practice, been for 
some time in existence in several provinces, and 
Societies of this character, though not of the 
orthodox type, are recognised to be c apable of 
useful work. Although therefore it is not intended 
to giveTthem undue encouragement, it is proposed 
to legalise their ax istence and to permit an 
unlimited Society, with the sanction of the Local 
Government, to distribute profits. 

(4) A cardinal principle which is observed 

in the organisation of Co-operative Societies in 
Europe is the grouping of such Societies into 
U nions a nd their financing by mea*8- of Central 
Banks. This stage of co-operation had not been 
fully realised or provided for in the Act of 1904, 
but such grouping of Societies has already been 
found feasible in most provinces, and it is now 
considered desirable to legalise the formation of 
Co-operative Credit Societies of which the 
Members shall be other Co-operative Credit 
Societies. 
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LXI. 

Extracts from Sir F. A. Nicholson's Report. 


SoHULZE-DEIilTZSCH LOAN SOCIETIES. 


Herr Schulza-Delitszch was a vil lage M agis- 
w ho, having studied the 
18 ory * working classes of the towns 

and rural tracts, was called to the Prussian 
National Assembly in 1864. Subsequently troubl¬ 
ed by party intrigues he r esigned Gove rnment 
service and devoted himself with but slight 
pecuniary resources,* to the elevation of those 
whom he saw oppressed not merely with want 
of wealth but with want of the power to perceive, 
to strive after and to attain better things, a 
higher social, mental and moral development* 
Be it remembered that the work of Schulze- 
Delitzsch was in its aim no less than in its results 
essenti ally educationa l in the highest sense of 
the word, and not merely material. The country 
and the people were habituated t o li\^e under 
Gover nment ward ship, and to look to the State 
for all improvements and for all deliverance fl'Oiill 
difficulties and misfortunes. Schulze-Delitzsch 
saw that it was essential, if the nation was tq 
become worthy of the name, to turn the masses 
towards self-help, and to accustom them to rely oq 
their own efforts and their own initiative to work 

out their national salvation.He had no 

universal panacea with which, in half a dozen. 




400 


CO-OPERATION 


years, the nation was to be re-created, and 
poverty, the legacy of a series of generations, 
the offspring of centuries of error and oppression, 
the result of social manners, customs and 
ignorance, the outcome, in short, of its history, 
was to be straight away eliminated ; he aimed at 
practical education, and if his efforts have been 
-crowned with a marvellous and probably unlooked 
for success, it is but the greater proof of his 
wisdom in seizing the true idea of progress suited 
to the conditions and needs of his country, viz., 
the developmen t of the individual throu gh associ¬ 
ation, so that the powerlessness, carelessness and 
ignorance of the isolated worker might give 
place to the prudence, the thoughtfulness, the 
credit, the strength and self-reliance, of banded 
and disciplined groups. Moreover it was not 
si mple credit that ho aimed at; credit without 
a proper knowledge of its use, he rightly held 
to be an error, if not a fatal injury; it was dis¬ 
ciplined and safe-guarded credit, credit based on 
thrift and prudence and having directly a pro¬ 
ductive object. Nor was it credit only but all 
the benefits of co-operation at which he aimed. 
His first association in 1849 was a Friendly 
Society for relief in sickness; his second in the 
same year was an association of shoe-makers for 
buying raw material; in 1850 the first Loan 
^society was formed with ten members, alll 
partisans. 

These banks start from the fact that capital 
. is necessary to ^ e nable 

Principles. la bourers and honest men 1 9 

lift themselves higher in rank, to improve their 
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methods and instruments of their work, to 
•develop their estate, opportunities and capacity ; 
the object of credit is to provide the capital neces¬ 
sary for these purposes; loans for u nproductive 
purposes did not enter int o his idea of ‘credit.’ 
Credit is, in fact, the power of obtaining capital, 
and capital is wealth used productively. But 
he had also in view that s elf-help is th e, only 
sou rce of such cr edit, and that capital obtained 
by aid of philanthropy, charity, or even of the 
State, except on a rigid business footing, is an 
injury ; every act of benevolence accustoms men 
more and more to dependence on charity; every 
State interventio n by way of favour renders men 
les s self-reli ant, more helpless in face of difficulty. 
He disclaimed all external intervention or inter¬ 
ference, believing that men associated on his 
principles were sufficient for themselves, and he 

proved his theory by his success. 

As a rule, too, these banks are lo cal, and a 
marked feature, if not a principle, of t eir 
establishment is the li mitation of their ar ea of 
o peration . The Schulze-Delitzsch banks do not 
indeed recognise any limit, but in practice it 
seems that each ba nk operates in a small a rea : 
in the Raiffeisen banks this is an absolute rule. 
Hence there arises that local knowledge by the 
bank of its members, by the members of the 
bank and of one another, which seems essential to 
success in bringing credit to small agricultural 
folk. A further principle is that oL_as&aciation 
with unlimited liability—a principle which gives 
the maximum of credit possible in the absence 
of material pledge, compels the admission 
only of the more prudent and thrifty, binds the 
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members together m a spirit of fraternity, and 
at the same time ensures that loans will only be 
advanced and spent for productive or useful 
purposes. The result of this solidarity of members 
known to be prima facie prudent and laborious, 
coupled with the material results of their thrift 
in the shape of share capital and reserve, is not 
only an abundant credit as shown by the deposits, 
which average about three time the share 
capital and reserve, but a large freedom both 
from losses or from serious failure....- 

Raiffeisen Credit Unions. 

The Raiffeisen societies are due, as in the 
case of their rivals, to the philanthropy, pre¬ 
science, courage, perseverence and skill of one 
man, Raiffeisen, a man of slight estate, a 
burgomaster or village mayor, of very poor 
health, with no particular property, but of 
unbounded energy. He has been called the 
Schulze -Delitzsch of rural Germ any, for he has 
don e, for agric ulture—though as yet on a much 
smaller scale, owing to the inherent difficulties 
of the case—what his contemporary did for 
the towns. Struck by the misery, isolation and 
•want of capital among the peasantry, by the 
shameless and fearful usury of the private money¬ 
lenders, by the absence of association and public 
spirit in the cultivating classes, and by their 
need elevation not merely in the material 
but on the moral side, he set himself aTone"and 
Unaided, to develop a scheme f or supp lying the 
needs he saw. Like Schulze-Delitzsch, talking 
»n?T writing were with him merely subsidiary to 
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action, and that action was his own, and not 
another’s; he asked for no aid but that of his 
own will, his belief in his cause and his confidence 
in the dormant capacities of the peasant; he 
formulated no great scheme, nor called on others 
or Government to do so, but began work in his 
own village, with the inspiration of his own 
ideas and of the needs around him. He had no 
ideal entourage for his work ; on the contrary, 
the country round Flammersfe ld is rep resented 
as v ery poor , the men of scanty means, ignorant, 
very superstitious and overwhelmed by debt, and 
his first attempt at co-operative effort was on the 
occasion of a great famine “ which decimated the 
people”; on that occasion “ the usury was fright¬ 
ful and bread and potatoes—the ordinary food 
of the peasantry—were not to be had.” By 
personal effort he united some of the better class 
in a “ Co-ope rativ e society ”, which imported 
grain direct, ground, baked and distributed it and 
brought down loca l prices Jby fiQ .per cent.; he 
also obtained both for food and *Tas -seed when 
spring arrived. This was in 1848. In 1849 he 
started an ass ociation of the better cl asses, who 
contributed funds with which cattle were bought 
by the association, and resold to the ordinary 
jpeasants who repaid the amount. with interest 
in five years bv easy i nstalments.subse¬ 

quently this took the form of an ordinary loan 
so ciety, th e money and not the cattle, being made 
over to tBe peasant, who therewith bought the 
cattle outright for cash. In 1854 Baiffeisen 
founded a society not only for granting, Qr^dit, 
but for educating orphans, for supplying labour 
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to men out of work, for buying cattle and for 
creating a library. This was unmanageable and 
was wound up in 1864, and in that year, the 
first regular loan society, under the rules, which 
in the main, govern these Credit Unions, was 
founded at Heddesdorf, a village of the Neuweid 
Union, of which Baiffeisen was the burgomaster. 
It is only from 1864, therefore, that these societies 
took their origin. Till 1868 it stood alone, 

5 wero then newly started and 22 in 1869. Until 
1869 progress was slow T , but from that time the 

increase has been very rapid. 

There is little difference between the aims 
. . and objects of Schulze- 

nnc ' r 63 Delitzsch and Baiffeisen, and 

that which has been said above of the former 
applies equally well to the latter ; they differ 
only in the less essential matters of method, and 
in the clientele which they had in view; the 
former founded popular credit for all classes, 
but especially for towns men, tradesmen, artisans, 
&c., while the latter had in view simply the 
pfln.fl fl.ntry and rur al classes. As in the Schulze- 
Delitzsch societies, so in the Baiffeisen Unions, 
the principles of action are those of self-help, 
association, solidarity, prudence, thrift and 
public spirit, to which, however, Baiffeisen added 
unselfishness, in that dividends are forbidden,' 
all profits, less fixed interest on the very small 

shares-introduced only in obedience to the 

law-go to a common fund to be used for 

purposes of general utility, and not for private 
gain. Baiffeisen, like Schulze-Delitzsch, demanded 
no privileges for his societies, but was content 
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to base their success on honest, energetic and 

prudent action. 

The chief features are (I) that the society 
General features. is absolutolyjocal, the limits 

of a commune (village) being 
strictly maintained as the limits of membership 
and of operation, (2) that the administration is 
equally local, members alone being eligible for 
appointment, and is absolutely gratuitous, 
(3) that there is but small share capital, all funds 
being borrowed on the gurantee of solidarity and 
eventually of the reserve, (4) that there are, 
therefore, no d ividends to p av. and all profits go 
to the reserve, (5) that only members who must 
be residents of the commune, can got loans, 
(6) that loans may be of long term, extending to 
ten or even twenty years, and (7) that, as far as 
possible, all funds are the result of local thrift. 

Differences between the Schulze- 
Delitzsck and Baiffeisen Societies. 

Both philanthropists started with the same 
idea, viz., that of pro viding cheap c apita l for 
those, who were debarred from it by its enormous 
cost, cheap credit for those who were exploited 
by the usurer; their object was to sup plant the 
indi vidual lender by the organised bank. Both, 
saw clearly that thrift is at the base of any 
possible system; only persons who showed 
themselves able to save were deemed worthy of 
I credit; saving, moreover, as the only basis of 
capital, is a sine qua non. Here, however, the 
twcTsystems diverged; Schulze-Delitzsch began 
to foste r thrift by rewarding it with divide nds. 
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and profits as high as possible, thus placing the 
interests of borrowers in opposition to that of 
lenders; Raiffeisen placed the i nteres ts of the 
bor rowers first and a llowed no dividends. The 
•difference is considerable; the former tend to 
become jotir fr-stook societies,-in-which- investments 
seek higo dividends, some societies declaring 
dividends to members of 30 or even 56 per cent. 
<Wolff),*-a- result hardly commensurate with 
anything but usury ; the latter pre serve- intact 
the co-operat ive idea of mutual help, and yet are 
eminently*successful both in attracting abundant 
deposits at market interest apd.. in helping 
borrowers, actual or possible, and there is no anta¬ 
gonism -between investing and borrowing 

members..- _ 

Schulze-Delitzsch, again, started his societies 
at any given with wh olly indefin ite area 

of o peratio n ; the larger the area, the bet ter the 
chance of paying business. Raiffeisen, on the 
contrary, lays down as an absolute- -rule thatthe 
area of operation must be sm all, never exceeding 
that of a vi llage. Tthe difference here is radical; 
in the former societies it is far less possible 
to know, much less to influence, the members 
individually, to judge of their character and 
status, to supervise the employment of the loan; 
in the latter societies all members are acquainted, 
the bank’s clientele are its neighbours; it can 
lend upon character, upon status, both personal 
and material, of the borrowers and their sureties. 
Usury can only be fought hand to hand, and it 
seems likely that only purely local societies can 
succeed—at least as regards the peasantry. 
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Other radical differences are as follows : in' 
the Schulze-D elitzc h societies, which are largely 
tirban, only s hort term loans are g ranted, three 
months being tho rule with one or two prolong¬ 
ations ; in the Raiffeisen societies, which are 
wholy rural, long loans are the rule, tarn, or three 
years being the average, and ten years the 
ordinary maximum- Tho former societies do' 
not trouble themselves * to watch over tfre use 
mad e of the loan, though they satisfy themselves 1 
beforehand that it is to be used profitably, the 
latter consider it essential Jo see that the loan is 
used pr oductively , and every three months the 
utilisation of tne loans is examined by the 
committee of supervision; the former societies 
requi re repayment of their loans in lum p L the 
return being usually speedy, and the result of 
a particular operation in trade, ■ business or 
industrial contract, &c., the latter l ako their 
lo ans, i f of more than a very short term,' by 
ins talments, per month or per annum; the 
former, lending only in short loans, have no rule 
regarding repayment cm four weeks’ notice;- the 
latter insert, though they hardly use, 'Such a 
rule to provide against the deterioration of pro¬ 
perty or the misuse of the loan ; the former do 
an enormous short term business, with artisans, 
tradesmen and a proportion of agriculturists, the 
latter a far smaller but now rapidly increasing 
business in long loans almost solely with 
agriculturists- 

So much for the differences between the 
systems of the two great founders of German 
co-operative effort. On the other hand, it must 
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be pointed out that their common object was the 
strengthening and raising of the poor by tbo 
means of self and mutual help* They rejected 
mere benevolence in their methods, for though 
charity is a high virtue when applied by 
individuals to individuals, it cannot, or rather 
does not, in our imperfect conditions, succeed 
when applied to the relief of classes. Yet it was 
the mainspring of their own action; Schulze- 
Delitzsch devoted himself with such unselfishness- 
to his philanthropic work that, though voted a 
statue and a subvention, he left his widow in 
narrow^ ciccumstances, while Raiffeisen, who-, 
might have pleaded sickness to inaction, used his; 
life so sympathetically and usefully as to win the 
name of “Father” Raiffeisen throughout tho 
country side. It is personal devotion alone 
which effects great reforms among the poor and 
helpless. 



INDIAN FACTORY LEGISLATION. 

The Factories Act of 1881 fixed 7 and 
12 as the limits of age for children, and nine 
hours as the limit of their work. Hours of 
work for persons over 12, whether male or 
female, were not fixed by law. Factories 
generally worked from day-light to dark, a 
period which varied from 11 a to 14 hours, 
with a very short interval about 15 or 20 
minutes. The average of hours of work of 
persons of different ages in Bombay were as 
shown below :— 

Bombay. England. 


Male over 18 

, 



12 * 

10 

Female over 18 




Hi 

10* 

Persons between 

14 

and 

18 

m 

10* 

)> i» 

12 

and 

14 

12i 

5* 

>> »> 

10 

and 

12 

9* 

5* 

ii ii 

7 

and 

10 

9* 

Not 


at all* 

Those marked with an asterisk were 
regulated by law. 
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The Bomb ay Factory Commission of 
1885 (LX) found that while women were 
treated with leniency and consideration in 
Bombay, they worked very long hours in the 
ginning and pressings factories of Khandesh. 
They also considered the a ge fo r the first 
e mployment of children , i.e. 7pEddTow. They 
recommended that no chil<T~~ should be 
employed bef ore 9 atid that adult labour 
should not be exacted before 14. 

The Indian Factories Act of 1881 as 
amended in 1891 limited the hours of work 



for children (defined as persons below the 
age of 14) to 7 ; their employment at night 
time was forbidden, and no child below the 
age of 9 was to be emp loyed. The employ¬ 
ment of women between 8 p. in., and 5 a. m. 
was prohibited as a genefal rule, except in 
factories worked by shifts, and their hours 
of work were limited to ll f with intervals of 
rest amounting to at least an hour and a 
half. Rules were also framed by provincial 
Governments under the Act for the fencing 
of machinery, for proper arrangements re¬ 


garding water-supply,,ventilation, sanitation 
and the prevention of overcrowding. 


The conditions of work in textile 


factories were examined in 1906 bv a small 
Committee appointed by the Government of 
India. The Committee found that the hours 


of employment in some mills were excess ive* 
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The use of electric light mad e it possible for 
operatives to b'e employed for 15 hours a day 
•or even longer. The Committee recommended 
that the working hours of adul t m ales should 
be limi ted to 12 h ^ri^g -?■ day ; ^that night 
work of women should be prohibited ; that 
certificates of age and physical fitness should 
be required prior to half-time employment 
and prior to employment as an adult; and 
that wholetime Medical Inspectors should be 
appointed. 

The Indian Factory Commission, appoint¬ 
ed in 1908, completed the work of the Com¬ 
mittee of 1906. They recommended the for¬ 
mation of a class of “ young •pers ons’' 
between 14 and 17 years^of.age whose hours 
should be limited t o 12 ; that the hours of 
hvork for children should be reduced from 7 
tqj) ; that the hours for women shouIcPbe 
assimilated to those- for “ young persons 
and that the employment of “ young persons” 
women and children before 5-30 a. m., or 
after 7-30 p. m. should be prohibited. The 
Commission did not recommend a direct limit¬ 
ation of the working hours of adult males as 
it expected that such limitation could be 
secured indirectly by the measures which it 
had recommended (LXIII). 

The Indian Factories Act of 1911 shorten¬ 
ed the hours within which children, and as 
a general rule, women may be employed. 
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Employment of women at night was allowed 
only in the case of cotton ginning aud pres¬ 
sing factories. As for textile factories, houra 
,of employment for adult maleB were lim ited 
to_12^ and for children, to 6 (subject to 
► certain exceptions, among which were fac¬ 
tories worked in accordance with an ap¬ 
proved system of shifts). Hours within 
which work must be done, and mechanical 
and electrical power may be used, were also 
fixed. 

In order to give effect to the decisions 
of the Washington Conference the Factories 
Act of 1911 was amen ded in 1 922. The chief 
provisions of the Act and the report of the 
committee of the Washington Conference 
which considered the application of 48- hour 
week convention to special countries are 
given below. 


LXII. 

Extract from the Be'port of the Bombay Factory 
Commission , dated 6th day of January 1885 . 

Mal e adul ts have always been considered to 
„ be outside the principle of 

Homs of Work. protection afforded by 

factory law. They are supposed to be able to 
take cav e of themselves ; and experience has 
clearly proved in UnglancT that they have do ne 
sp and managed to diminish their hours of work 
more effectually than any Act of Parliament coulc) 
have done, and the result is that in those indus¬ 
tries in which men form the majority of hands 
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employed, instances of overwork are unknown. 
Men may be worked overtime, night time, and 
even on Sundays, so far as the English Factory 
Law is concerned, but, in practice, shor teni ng the 
hours of the protected classes (children, young 
persons ond women; has Jufet as effectually 
compelled the shortening of the hours of work 
of the men as if the latter had been directly dealt 
with. No doubt this is partly due to the fact 
that one work in connection with a trade can 
rarely be carried on indepen d Arihl y of-some other 
in which the assistance of children, young persons, 
•or women is needed. It is also generally recog¬ 
nised that the Factory Acts in England would 
never have been so successful or so useful as they 
have been if their operation had been strictly 
limited in practice to the labour of the weaker 
protected classes. We do not, therefore,- recom-. 
mend any legislative interfere nce with th e labouri 
of adult mal es. ' 

The protected classes in England, or those 
whose labour has been regulated by the Factory 
r cts, are :— 

I.—Children between 10 and 14 years. 

II.—Young persons between 14 and 18 years. 

III.—Women, 18 years and upwards. 

In the Indian Factory Act we are astonished 
to find that the m aximum lim its within which re¬ 
gulated labour is to be taken are not presc ribed, 
and we further note thatjihei:© is- no mention of 

( women, and young persons whatever. Children 
only between 7 and 12 years of age are protected, 
and tha t most inefficien tly. The result of these 
♦omissions is that women can be worked as long 
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as men, or from sunrises to sunset—that is 11£ 
hours a d^y or 80^ hours a week, in the cold 
wheat her, and 14 hours a day, or 98 hours a week 
in the hot weather, and if artificial light is used, 
they may be worked day and night for days 
consecutively, and that such excessive labour is 
exacted in the small ginning and pressing factories 
of Khandesh is distinctly proved by the evidence 
before us. 

We must add, however, to the credit of the 
Cotton Mills in Bombay that, although we found 
in some 'cases low-caste women working-on 
machinery as long as men, the almost invariable 
rule is to treat wom en with leni ency—gad-con- 
sideration, and to "give them light hand work 
such as reeling and winding, which admits of 
their coming later and leaving earlier than the 
men. 

We find that one of the principal objects of 
the English Factory Acts has been to gradually 
increase thft age for firRt employment of children. 
Thus, before 1874 the prescribed age was eight, 
till the Act of that year raised the age to 10 for 
textile factories. Before the important Com¬ 
mission which sat in 1875, and of which His 
Excellency Sir James Fergusson was President, 
the evidence and arguments m favour of assimi¬ 
lating the age, and increasing it to 10 in all 
factories and workshops was stated to have been 
“ overwhelming” and the result was that in the 
Factory Act of 1878 the statutory limit fixed for 
all trades was 1& §£ if stands- 

Seeing the higher temperature in the mills 
of this country, the weaker physical development 
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of natives of India, the small practical value of 
the labour of a child, and the recommendation 
made by the medical committee appointed by 
Government Resolution No. 3183, dated 3id 
September 1884, that th e ages should b n increas¬ 
e d to 10, we consider that no child should be 
employed be fore nin e and that adult labour 
should not be exacted until 14 instead of at 12 
as now. We recommend nine m preference to 
10 suggested by the medical committee, as we 
thmk that changes in thi s direction should be 
g radua l, so as to avoid the possible' hardships 
entailed by throwing a numbei of children out 
of employment, 

Between 5 and 15 is the school age; and if 
in this decade nothing else is learnt in leading* 
writing, and arithmetic, the chances are strongly 
against anything being learnt subsequently We 
would be glad to see, therefore, an eailier ad¬ 
mission to first employment, say at 13, permitted 
on condition that a child pioduced a certihcate 
from an educational ofhcei that it had passed a 
suitable and easy standaid oi put in a certain 
number of attendances at school. 

If the age of childien be raised in the 
manner suggested by us, wo do not see our way 
to recommending the creation of the thud class 
of protected labouiers, i. e., young persons under 
16 years of age, suggested by Mr. Meade King. 
Sufficient difficulties are now experienced in 
determining the age of children without adding 
furthei complications. Birth registers and certi¬ 
ficates are not to be had as guides in India, and 



416 


INDIAN FACTORY LEGISLATION 


the dental development cannot be relied on with 
oertainty. 

On the average 15 holidays are given 
throughout the year in 
Days of work. Indian Factories, while in 

England, besides 10 holidays, there are 52 Sundays, 
and 5*2 half-Saturdays, making a total of 88 days 
altogether. The difference is striking. A feel¬ 
ing in favour ot the proposed fUlli "days’ rest was 
manifested by all the working people, and in 
the memorial signed by 5,500 operatives, and 
presented to the Committee, this concession to 
all hands, male and female, is prayed for. 

We recommend that Government*''shouId 
determine and notify the days after consulting 
theTHiirOWEefs*' Asssciation, to avoid all chances 
of inconveniencing trade. 

Evidence of r. Rnstntnji Frrnnji Wadia 

“Inordinary seasons, that is when work 
is not very pressing, the engine starts between 
4 and 5 A. m. and stops at 7, 8, or 9 p. m. without 
an y stoppage during the da v. The hands work 
continuously all these hours, and are relieved by 
one another for. meals. In busy seasons, that 
is, in March and April, tbe..gins and presses some¬ 
times work both night and day, and the same set 
of hands work both night and day, with half an 
hour’s rest in the evening. The same set con¬ 
tinue working day and gight for about eight * 
days. When the hands have been working 
day and night for eight days, and it is impossible 
to go on longer, other sets of hands are procured 
from Bombay if they can be found. In this case 
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the work is distributed between the old and new 
sets of workers, half working all night and half 
working all day. More women are employed in 
gins than in presses. Both the men and the 
women come to the facto ries at 3 a. m .. as they 
have no idea of the time, and they wish to make 
sure that they are at the factory by the time it 
opens, i. 4 a. m. I have 40 gins in one of my 
factories at Pachora, and I have only 40 women 
attending these 40 gins. I have only 8 spare 
women. I never allow these women off the gins. 
I 4m not alone in this respect ; it i s the gen eral 
system. There is no change of hands except at 
meal times. The hands that work from 4 a. m. 
till 10 p. m. are paid iiam three tn fmir a. on as 
p er da y. All factories pay at this rate; some¬ 
times we pay our hands 6 pies as a bonus. There 
is no work in the district in which these poor 
women can get employment. These women 
come from Satara and Khandesh, and are of 
Maratha class. We work these long hours from 
the 15th November till the 31st of May, but only 
about 10 days in each month. Someti mes w e 
work dav and nig ht fnr two mrmth^ but in tnis 
case we employ two -Bata of labourers. We 
employ no children. When the wages are so low 
for the a dults the ro is no advantage in employing 
children. I certainly would recommend that 
ilegislation should be extended to these factories. 
I am personally largely interested in this matter 
being a proprietor, , secretary, and treasurer. 
1 should like to have these ginning factories 
worked only 12 hours a day. 
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When we see that the hands are absolutely 
tired out~ we are obliged to get others from 
Bombay. The hands who work these long hours 
■do frequently die. Women are employed on 
this business. 

“ I do not consider that sufficient provision 
has.been made in case of fire for the escape of the 
labourers. All these factories should be required 
to provide two gates and two staircases at a good 
distance from one another. This is not the case 
1 at present. 

“ I would recommend the extension of the 
Act trr these small factories. I do not know all 
the provisions of the Act, and so cannOFspeak of 
them all, but I can say positively that i 10 Act 
should bo applied so far as the guarding and 
fencing of the machinery, sanitation, and the 
limitation ot the hours of work for women are 
concerned.” 


LXIII. 

Extract from the Report of the Indian Factory 
Commission , 1908. 

Bombay, 

Out of a total of 85 cotton mills in Bombay 
island, 60 are fitted with 
Houn at ' present electric light installations. 
w*.d in IruUn F.o- and th5 ~ h<J u rB worked in 
these mills are, in genera). 
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•excessive. In 1905, when electric light was 
intr oduce ^ foy first. tTme in a considerable 
number of the mills, and when the China and 
Home markets were in a particularly favourable 
condition, the hours worked in the mills fitted 
with electric light were, as a rule, from 5 a.m., 
to 8 p.m. gi ving bilr hours o f actual work. I n 
some cases the mills worked from 5 a. m. to 
8-35 p.m., or over 15 hours’ actual work. After 
these hours had continued for some months, the 
matter began to attract a considerable amount 
of attention; and the Bombay Mill-owners’ 
Association, at a meeting held in August 1905, 
passed a resolution, in favou r of an a verage 
12 hours’ day. It was found impossible to secure 
the general observance of that resolution, how 
ever, partly owing to the disinclination o: 
individual mill-owners to abide by the decision 
of the Association, and partly owing to the 
attitude ..adopted by the employees i n several 
mills when tney found that a reduction in the 
working hours led to a corresponding diminution 
of their wages. These operatives wished to 
revert again to the long hour system, and brought 
pressure on the owners in order to secure this. 
The position was further complicated by the 
fact that, while many of the workers were 
undoubtedly in favour of the long hour day, 

a very large number was opposed to it. 

It is important to note that the H^ll-owners* 
Association was ppwqrleflfl to enforce its resolution 
in favour of a 12 hou r day, as against the in¬ 
dividual members of the Association; and it is 
clear from the evidence given before us that no 
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rftli fl,nca can be placed upon voluntary c ombination 
among mill-owners which nas as its object the 
regulation of working hours, if the system 
proposed does not suit the convenience—pecuniary 
and otherwise—of the individual proprietors. It 
is also noteworthy that, although a large body of 
the workers were averse to the system in force in 
1905, that system continued in operation for 
some months without protest on their part. 

It will tend to a clear appreciation of the 
present position if the actual working hours of 
the two classes of mills are now stated in some¬ 
what greater detail. The mills fitted with 
electric light generally begin workaEout 5-TTO a.m. 
and continue, with the usual half hour’s interval 
about noon, to 7 p. m. A few mills begin work 
^about 5-40 a.m., working till 7-) 5 or even 7-30 
p.m., in one or two others the hours are from 
G aim. to 8 p.m. giving 13£ hours’ actual work 
all the year round. In certain mills fitted with 
electric light it is customary to begin work half 
an hour later in the cold weather i. e., about 
d a.m., without postponing the stopping time to 
a corresponding extent; in such cases the cold 
weather day averages about 13 hours, while the 
hot weather day approximates to lb£ hours of 
actual work. The mills working daylight hours 
begin about a quarter of an hour before sunrise, 
and stop about a quarter of an hour after sunset, 
the average working time, over the whole year, 
is approximately 12 hours and 8 minutes; the 
shortest working day is about. 11 hours* 
10 minutes from 6-55 a.m. to 6^35 p<m.; and the- 



INDIAN FACTORY LEGISLATION 


421 


longest from 5-48 a.m. to 7-33 p.m. giving 13| 
hours actual working time. 

25. The habits of the Indian factory 
operatives are determined by . 


'* l>e economic p sition 
.and tie habit* of the 
Indian operatives. 


the fact that he primar ily 
an agricu lturistjjpx.a labourer 
on the land. In almost all 


cases his hereditary occupation is agriculture; 
his home is in the village from which he comes, 
not in the city in which he labours; his wife and 
family ordinarily continue to live in that village; 
he regularly r emits a portion of his w ages there; 
and he returns there periodically to look after 
his affairs, and to obtain rest after the strain of 
factory life. There is as yet practically^ no 
fac tory population s uch as exists in European 
countries, consisting of a large number of 
operatives trained from their youth to one. 
particular class of work, and dependent upon 
•employment at that work for their livelihood. 
It follows that the Indian operative is ^in gene ral, 
ind ependent of factory work , to the extent that 
he does not rely exclusively upon factory employ¬ 
ment in order to obtain a livelihood; at most 
seasons he can command a wage sufficient to keep 
him, probably on a somewhat lower scale of 
comfort, by accepting work on the land; and 
there are also numerous other avenues of employ¬ 
ment, more remunerative than agricultural labour 
which are open to every worker in any large 
industrial centre. If the operative is not merely 
a landless labourer, he will in general be bound by 
strong ties to the land and to the village from 
which he originally oame: he can at any time 
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abandon factory life in order to revert to 
agriculture; and the claims of the village where 
he has a definite and accepted position are in 
practice, as experience has shown, sufficiently 
powerful to recall him from city life for a period 
which extends, on the average, to at least a 
month in each year. The Bombay operative, 
resident in the Konkon, probably returns to his 
village for one month each year; and the jute 
weaver of Bengal, working longer hours and 
earning higher wages, is not content with less 
than two or three months. Whenever factory 
lire becomes irksome, the operative can return 
toliis village; there is probably always work of 
some kind for him there if he wishes it; and in 
most cases he is secured against want by the 

joint-family system. 

26. In as much as the Indian factory opera¬ 
tive is in general a factory operative, pure and 
simple, he is comparati vely unsk illed at his work; 
because his services are indispensable anTcfifficult 
to obtain, he is, within wide limits, allowed by 
his employers to perform the work entrusted to 
him as and how he likes. We have constantly 
been reminded, during the course of our investi¬ 
gations, of the l ack of skill of the op eratives: 
and the numerous comparisons which have been 
made with the conditions prevailing in Europe 
place the relative inefficiency of the Indian 

operative beyond all possibility of doubt.We 

have also been impressed with the fact that 
employers are generally disposed to concede 
promptly all reasonable demands made by the 
workers; and, everywhere demands made are 
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unreasonable, to treat them as proposals which 

it is desirable to accede to if possible.Great 

nervousness is frequently displayed by employers 
of labour as to the effect even of trivial changes 
on the workers ; numerous expedients are adopted 
\ to conciliate them, and the attitude of the 
I employers throughout appears to be based upon 
I the knowledge that the o peratives are in fact the 
mas ters of the situatio n. 

r&ut although factory labour in India enjoys 
this exceptional position, it does not follow that 
the lot of the factory labourers is an enviable one, 
or that the laboureres always work under satisfac-i 
tory conditions. The history of the long hour/ 
movement in tho Bombay mills, for example* 
suggests that Indian operatives are capable of 
remai ning quiescent urfrW r.rmrnia .rmfl which 
would probably not be tolerated by a class 
of similar standing in any other country. The 
fact that the hours worked were grossly excessive 
does not appear to have struck the operatives 
as a class, until the matter was taken up by the 

Government and by press. 

27. The Indian operative isjond of change; 
he prefers to wander from milPTb~miTT father 
than remain settled ; and the slightest causes are 
apparently sufficient to determine him to leave 
one employer in favour of another throughout 
the greater part of India ; and statistics which we 
have collected show tha t the p ersonnel of the 
workers in mills in places so far apart as Bombay, 
Madras, and Nagpur chan ges almost compl etely 
in abo ut a year amd a half, on the avera ge. The 
inducements to change are occasionally pecuniary, 
of course; but as a general rule the same rate of 
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pay obtains throughout each centre, and in such 
oases the motive must be looked for elsewhere. 

28. The Indian factory worker is, in general, 
incapable of prolonged and intense effort; he may 
work hard for a comparatively short period, but 
even in such casos the standard attained is much 
below what would be expected in similar circum¬ 
stances, in any European country. His natural 
inclination is to spread the work he has to do 
over a longjgenod of time, working in a leisurely 
manner throughout, and taking intervals of rest 
whenever he feels disinclined for further exertion. 
Meals are generally eaten during the working 
hours of the factory, the midday meal is some¬ 
times devoted to sleep; and the operative leaves 
his work frequently throughout the day in order 
to eat, smoke, bathe, and so on. As the result of 
careful inquiries made throughout our tour, we 
estimate that in the cotton textile mills in India 
the average operative probably spends from 
to 2 hours each day in addition to the statutory 

midday interval, away from his work. 

Eacts showing that the Indian operative in a 
cotton textile factory generally works in a casual 
manner are t o be found on almost every"* page 
of the recorded’evidence; and we are convinced, 
from actual observation, that the statements 
made as to this matter are substantially correct. 
The operative in a cotton mill is, however, usually 
called u pon to work foE-excaaaiga hours ; and we 
are disposed to think that there is some causal 
connection between this fact and the extent 
to which loitering occurs. As we have already 
stated, the operatives in Calcutta jute mills. 
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working short hours by shifts, do not idle away 
time to anything like the extent in Bombay ; in 
engineering shops throughout India, where the 
hours seldom exceed eight a day, there is vory 
litt jft idling • and in some of the better managed 
mills, whore there is strong European supervision, 
land the hours do not on thq average exceed ten or 
ten and a half a day, there is little or no idling. 

37. While admitting that signs of physical 
deterioration wore nowhere 
observable amongst the adult 
male operatives of the textile 
fretories visited by us, we consider that the past 
and present c onditions of work in many factories 

are undoubtedly calculated to cau se_physical 

deterioration, owing to the severe strain thrown 
on the constitution "by - excessive hours of work 
in humid and often badly ventilated work-rooms. 
We also think it possible that, if the life history 
of the operatives working under these conditions 
could be traced to its close, there would bo 
evidence _of premature exhautsio n. We were 
everywhere struck with the marked absence of 
elderly men from textile factories, in spite of the 
fact that the demand for labour is largely in 
excess of the supply ; and we consider that this 
points to the conclusion that the o perat ive 
becomes unable to stand the strain of work under 
present conditions at a comparatively early 
age. 

44. The question of the imposition 
...... . ,. direct restriction on 

bo“°X! WOrkmg working hours of adult 
factory operatives is 


of a 
the 
mala 
the 
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most important of the various points referred to- 
us, and it will be necessary to discuss it at some 
length. 

In the latter portion of the year 1905 the 
Bombay mills worked for 14£ hours daily with 
one set of hands. That state of affairs happily 
did not continue long in Bombay ; but there is 
no guarantee that it will not recur, and we 
find it prevailing permanantly in the mills 
at Agra and other industrial centres in Northern 
India. We consider that it is the duty of 
Government, on both economic and humanitarian 
grounds, to prevent the continuance or the 
recurrence of that system. We are convinced 
that it is impossible to work men regularly for 
14^ hours a day—even in the manner in which 
the Indian operatives admittedly work without- 
serious permanent injury to their health; and 
also that any system under which they are 
required to work for such excessive hours must 
necessarily be prejudicial not only to them, but 
also to the industry with which they are con¬ 
nected. Apart altogether from economic grounds,- 
however, it appears to us indisputable that the 
Government cannot permit a large section of the 
industrial population to be regularly worked for 
14£ hours a day. The evidence which has been 
recorded shows that in many cases the workere 
have to walk two or three miles before arriving 
at the mill in the morning, or after leaving it at 
night; they are unable to ascertain the time 
exactly; and in consequence, a 15-hour day 
from start to finish may mean, and in many, 
cases does mean, that the operative is absent- 
from his home for 16 or 17 hours each day. In 



INDIAN FACTORY LEGISLATION 


427 


other words, when working a 15-hour day, opera¬ 
tives can, as a maximum, obtain only seven or 
8 hours at their homes. In our opinion no further 
argument is necessay to prove that such a condition 
of affairs must inevitably lead to the deterioration 
of the workers ; it must also render factory work 
so unpopular that the labour supply necessary for 
the adequate development of the industrial 
resources of the country will not be forthcoming; 
and the abuse is of so grave a character, so 
opposed to all humanitarian considerations, and 
so fraught with serious consequences both to the 
industrial population, and to Indian industries, 
that the Government would, in our opinion, be 
justified in taking any steps which experience 
might show to be necessary in order to prevent 

it from continuing or recurring. 

The most obvious restriction of this nature 
is a direct limitation of the 
Objection to any working hours of adult males. 
W restriction of Wfl woul(J bc prepared to 

recommend the imposition of 
that restriction, if it were clearly demonstrated 
that the object in view could not be attained in 
any other manner. We are satisfied, however, 
that this is not the case ; and we would strongly 
deprecate any direct'limitation of the working 
hours of adults until ell other restrictive measures 
of a practical character have been tried, and 
have been proved inadequate. 

48. The measures on which we rely for an 
The measures recom- indirect restriction of the 
working hours of adult males 
hours of adult males. to reasonable limits are 
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(1) The formation of a “ young persons ” 
class, to comprise all young adults between the 
ages of 14 and 17, with working hours limited to 
12 in any one day; 

(2) the reduction of the working hours of 
children from 7 hours to 6 hours : 

(8) the prohibition of the employment of 
** young persons ”, women, and children before 
5-80 a.m. or after 7 r.M. ; 

(4) the substitution of a compulsory interval 
after 0 hours’ continuous work, in place of the 
present mid-day interval; and 

(5) the assimilation of the restrictions 
placed upon the ^ employment of women to' 
those proposed for the “young persons ” class.... 

LXIV. 

The Indian Factoriee (Amendment) Act , 1922 . 

1. “Factory” means— 

(a) Any premises wherein, or within the pre¬ 
cincts of which, on any one day in the year, not, 
less than twenty persons are simultaneously 
employed and steam, water, or other mechanical 
power or electrical power is used in aid of any 
process for, or incidental to, marking, altering, 
repairing, ornamenting, finishing or otherwise 
adapting for use, for transport or for sale, any 
article or part of an article; or 

(l>) Any premises wherein, or within the pre¬ 
cincts of which, on any one day in the year, not 
less than ten persons are simultaneously employed, 
and any such process is carried on, whether any 
auch power is used in aid thereof or not, which 
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have been declared by the Local Government, by 
notification in the local official Gazette, to be a 
factory. 

2, All, persons as defined in clause (a) of 
para. (1) employed in a factory (including the 
factory compound), whether employed by the 
manager or a contractor, shall be deemed to be 
“employed” within the meanings of the Act 
and all such persons shall be subject to the 
provisions laid down in the Act. 

(4) The Act also extends to all— 

(а) Electrical generating or transforming 

stations, 

(б) Indigo factories ; and 

(c) any factories situated and used solely 
for the purposes of a tea or coffee 
plantation. 

(5) (a) “ Child ” means a person who is 

under the age of 15 years. 

(6) No child shall be employed in any factory 

for more than 6 hours on any one 
day. 

(c) No child under the.age of 12 years shall 

be employed in any factory. (This 
does not apply to any ohild lawfully 
employed in a factory on or before 
the 1st day of July. 1921). 

(d) No child shall be required to work 

continuously for more than 4 hours. 

(6) (a) No person shall be employed in 

any facocry for more than 60 hours 
in any ono Wohk. 
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(b) No person shall be employed in any 
factoy for more than 11 hours on any 
one day. 

(7) In every factory there shall be fixed 
for each person employed on each working day, 
a rest interval of not less than one hour, at 
intervals not exceeding six hours. 

(8) No woman or child shall be employed in 
any factory before 5-30 a.m. or after 7 p.m. 

(9) No person shall be employed in any 
factory on a Sunday, unlebs— 

(а) he has had, or will have a holiday for a 

whole day on one of the three days 
immediately preceding or succeeding 
the Sunday, and 

(б) the manager of the factory has previous 

to the Sunday or the substituted day, 
whichever is earlier, given notice to 
the Inspector of his intention so to 
employ the said person, and of the 
day which is to be substituted. 

Provided that no such substitution will b© 
made as will result in any person working for 
more than ten consecutive days without a holiday 
for a wholejday. 


EXCEPTIONS. 


(10) Nothing in any of the preceding paras, 
namely 5 (d), 6, 7, 8 and 9 shall apply to person 8 
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-who may, by rules made by the Local Government 
under this Act, be defined to be persons holding 
positions of supervision or management or to 
persons employed in a confidential capacity. 

Where it is proved to the satisfaction 
of the Local Government— 

i .. (a) that any class of work in a factory is 
in the nature of preparatory or com¬ 
plementary work which must neces¬ 
sarily be carried on outside the limits 
laid down for the general working of 
the factory ; or 

(6) that the work of any class of workers is 
essentially intermittent ; or 

(c) that there is in any class of factories any 

work which necessitates continuous 
production for technical reasons; or 

( d ) that any class of factories supplies the 

public with articles of prime necessity 
which must be made or supplied every 
day; or 

(«) that in any class of factories the work 
performed, by the exigencies of the 
trade or by its nature, cannot be car¬ 
ried on except at stated seasons or at 
timeB dependent on the irregular action 
of natural forces; 

the Local Government may, subject to the con¬ 
trol of the Governor-General in Council, by noti¬ 
fication in the local official Gazette, exempt on 
Buch conditions, if any, as it may impose— 

In case (a) such class of work from all or 
any of che provisions as referred to in 
para. 6; 
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in case (b) work of the nature described from, 
all or any of the provisions referred to- 
in paras. 6 and 9 above ; 

in case (c) work of the nature described from 
the provisions referred to in paras. 7 
and 9 above; 

in cases ( d) and (e) such class of factories- 
from the provisions of para. 9 above. 

(2) The Local Government may, by general! 
or special order, exempt for such period, as may 
be specified in the order and on such conditions, if 
any, as it may impose, any factory from all or 
any of the provisions referred to in para. 5 (d), 6 
and 7 above, on the ground that exemption is 
necessary in order to enable such factory to deal 
with an exceptional press of work. 

(3) In such circumstances and subject to such 
conditions as may be prescribed, nothing in para. 
b ( d ) para, 6 and para. 7 shall apply to work on 
urgent repairs. 

(12) Where, under the provisions of clause 
(I) of para. 11 any factory has been exempted 
from the provisions of para. 6, every person em¬ 
ployed in suoh factory for more than 60 hours in 
any one week shall be paid, in respect of the 
overtime, at a rate which shall be at least one and 
a quarter times the rate at which he is normally 
paid. 

(13) The Local Government may, subject to 
the control of the Governor-General in Council, 
by notification in the local official Gazette, exempt 
any indigo factory or any factory situated on, and 
used solely for the purposes of a tea or coffee 
plantation, from all or any of the provisions of 
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paras. 5 ( d) or 7, on such conditions, if any, as it 

may impose. - 

LXV. 

Report of the Committee of the International 
Labour Conference (1919-20) held at 
Washington , on the application of the 43 
hour week Convention to special countries. 

' India. 

(1) The Committee has had the advantage of 
access to a good deal of the available information 
about Indian industrial conditions, by means of 
the official replies of the Indian Government and 
the statements of the delegates of the Govern¬ 
ment, the employers and the workers. But it is 
clear that that information covers only a relative¬ 
ly small part of the ground, mainly for the reason 
that in India conditions dp not approximate 
to anything which is known in the western world- 
The total number of persons in British India em¬ 
ployed in organised industrial undertakings, such 
as factories, mines, and railways, constitutes an 
insignificant proportion of the whole population- 
Other industries are still almost universally on a 
small scale, and the predominant industry of India 
is agriculture. 

(2) At the same time it appears that such 
industries as exist in India, especially textiles, 
and Government and private railway and engi¬ 
neering shops, are quite well organised. It is 
true that the present Indian conditions are not 
such as to make easy in the immediate future 
either large scale factory production or the appli¬ 
cation of western standards in the restriction of 
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working hours. Nevertheless, in the industries 
mentioned, something has already been done in 
both directions. India has had three factory 
laws, each law marking a substantial advance on 
its predecessor. The Committee has had evidence 
that the laws have been well administered and are 
effective. 

(3) The factory law at present covers mainly 
textiles and certain branches of railway and en¬ 
gineering work, and applies only to establish¬ 
ments in which at least 50 persons are employed, 
though it is possible, by administrative order 
(which has often been brought into effect where 
abuses were suspected) to bring under the law 
establishments employing 20 persons. 

(4) The Committee is of opinion that the 
present conference can legislate usefully only with 
regard to large industrial undertakings, such as 
are already within the scope of the factory acts 
and mines. With regard to these ( i.e ., all indus¬ 
tries at present under the factory acts, mines, 
and certain branches of railway and iron works), 
the Committee recommends that the Government 
of India should be asked to adopt the principle of 
a 60-hour week. 

(5) The Committee however recommends the 
conference to lay before the Government of India 
a very urgent request that it should consider two 
important matters; first the possibility of adopt¬ 
ing a lower limit for underground work in mines, 
and secondly, the possibility of adopting, in the 
light of standards accepted in other countries, a 
modified definition of “ factory”, which would re- 
duqe the number of workers required to b?ing a 
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factory under the scope of the Act. The Com¬ 
mittee thinks that it should be possible at an 
early date to limit the hours of underground work 
in mines to 54, or even lower; and recommends 
this step to the favourable consideration of the 
Government of India. 

(6) With regard to small industries, not com¬ 
ing under the provisions of the Factories Act, the 
Government of India might be requested to expe¬ 
dite as much as possible the collection of informa¬ 
tion and statistical data. And as apart from this 
the Committee understands that enquiries were 
initiated several months ago relating to the 
amendment of the Factories Act with a view to 
bettering the conditions of labour, the Govern¬ 
ment of India might also be requested to com¬ 
municate at the earliest possible date, and if possi¬ 
ble before the next conference, to the Interna¬ 
tional Labour Office, the results of these enquiries 
and the proposals of the Government for carrying 
into effect the tendencies apparent in modern 
legislation. 

(7) The Committee therefore recommends the 

conference to embody the substance of paragraph 
4 of this report in the form of a convention, and 
to communicate to the Government of India the 
observations and requests of the remaining para¬ 
graphs. 

G. N. Barnes, Chairman . 

H. J.W. Hetherington, Secretary. 
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